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ORDINANCE NO.

AN ORDINANCE OP THE CITY OF SAN JOSE AMENDWG
VARIOUS SEC710NS OF CHAPTERS 3.32 AND 3,36 OF
.TITLE 3 OF THE SAN J03E MUNICIPAL CODE 70
CLARIFY THE CITY CHARTER SUPERSEDHSTHE CITYOF
SAN JOSE POLICE AND FIRE RETIREMENT PLAN IN
EVENT OF CONFLICT, DISCONTINUE THE
SUPPLEMENTAL RETIREE BENEFIT RESERVE, AND
CLARIFY ACTUARIAL SOUNDNESS l5 DETERMINED
CpNSI57ENT1NITH THECALiFO[2NIA CONSTITUTION,TO
BE EFFECTIVE MARCH 1, 2013.

WHEREAS, the.City of San Josh ("City'} wishes to further implement the provisions of

Article XV-A of the City's Charter and-clarify that in the event of cronflict behveen the

provisions of Article XV-A of the City's Charter and the City Police and Fire Retirement

Plso, the City's Charter controls; and _

WHEREAS, the City wishes to discontinue use of the Supplemental Retiree Benefit

Reserve; apd - - _ -

_ - WHEREAS, the. Ciry wishes to clarify that tyre actuarial soundness of the City Police and

Fire Retirement Plan is determined in a manner consistetlt with Article XVI, Section 17

of the California Constitution (the "1992 California Pension Protection AcP');

NOW, THEREFpRE, BE IT ORDAINED BY THE COUNCIL OF TWE CITY OF SAN

JOSE:

SECTION 1. Section 3.32.110 of Chapter 3.32 of Title 3 of the San Josh Municipal

Coda is amended to read as follows: -

'8336H_4.WC 1
Gbuncil Agentla: 14543
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3.32.070 Established -Name • Membe_rship ~ -

A. There is hereby continued, maintained and administered, as provided in this

Chapter 3.32, a retirement plan for officers and employee@ receiving a monthly

- compensation for service as members of the police or fire department of the city,

to be known as khe "police and fire d~artment retirement plan' All officers and

employees shall be required to be members of said retirement plan.

B. Under the Cky Council's authority pursuant to Article XV, Section 1500 of the City

Charter, theprovisions of Article XV-A of the Ciry Charier are hereby

implemented into fhe San Jose Municipal Code. To the extent there is any -

conflictbetween Article XV-A of fha City of San Jos~S's Charter and the provisions

of the police and fire department retirement plan, Article XV-A will supereede any

conflicting provisionln the police and fire department retirement plan, except as

provided in Section 3.32.3QO.A2 antl 3.32.320.8. ~ -

SECTfON 2. Section 3.32.300 of Chapter 32 of Title 3 of the San Josh Municipal Code

is amended to read as follows: - `

3.32.30Q Contributions

A. For the purpose of establishing and maintaining the reUremeni fund on a reserve

basis, the city council shall make proJision In the budget each fiscal year,

beginning with tfie fiscal year December 1, 1948 to November 30, 1947, for the

payment by the director of finance monthly into said fund of an amount equal to

eight percent of the monthly payroll of ail such members of the police department

and fire department as the city's contributlon, and the director of-financ¢ shalt

deduct three percent of the monthly pay from [he salary of each member of the

plan from and after the first day of October, 1946, as the mntr~bution of the

individual members thereof. Within six months after the effective date of

933811 4.DOC
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_ Ordinance 3254, adopted October 21, 1946, and at least every five years

thereafter, the boarcl of administration shall cause to be made an actuarial

investigation into the modality; service and compensation experiences of the

metnhers and beneficiaries, and shell further~cause an-actuarial valuation of the

assets and liabilities of llie retirement plan, and upon thebasis of such

investigation and valuation shalk

Adopt for the retirement plan such mortality, annuity, service and other

tables as may be deemed necessary;

2. fn order to make said retirement plan actuarially sound in a manner

wnsistent with Article XVI, Sectiom 1.7 of the Ca6fomia Constitution (the

"1992 California Pension Prolec6on Act"),revise or change the rates of

contributions by memtiers on the basis of such -actuarial irrvestigation and

such mortality, annuity; service and other tables, but at all times

maintaining the eight~percent and three percent ratio of contributions on

behalf of the city and the membeYS of the plan asset forth in this section.

B. ~ Every member of the police departmertt or fire department shall be deemed to

consent and agree to the deductions from salary or compensation as provided

herein, and payments less suchdeductlons shall be a full and complete

discharge and acquittance of all claims and demands whatsoever fa all servioes

rendered by such employees during the period covered by such payment except

the right tothe benefits to which. they shall be entitled under the provisions

hereof.

C. The said deductions from salary o~ compensation shell continue until

membership ceases or until the member retires on a retirement allowance.

933611 4.DOC
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SECTION 3. Section:3.32.320 of Chapter 32 of Title 3 of the San Josh Municipal Code

is amended to read as follows:

3.32.320 Inves4nent of Funds - Conditions and Limitations

The board shall invest and reinvest the moneys in the retirement fund in accordance

with the following standards:

A. The assets of the retirement fund are trust funds and shallbe held for the

exclusive purposes of providing benefits to members of the plan and their

beneficiaries and defraying reasonable expenses of administeringthe plan.

B. The board shall discharge its duties with respec[ to the plan solelyin the interest

of, and for the exclusive purposes of providing benefits to, members of the plan

and !heir beneficiaries, maintaining the actuarial soundness of the plan in a

manner consistent with Article XVI; Section 17 of the Cal'rfumia Constitution (the

"1992 California Pension Protection Act"), and defraying reasonable expenses of

administering the pian. The board's duty to the members and their beneficiaries

shalt lake precedence over any otharduty. -

C. The board shall discharge its duties with the care, skill, prudence and diligence

under the circumstances then prevailing that a prudent person acting in a like

capacity and familiar with these matters would usein the~eonduct of an

enterprise of like character and with like aims.

D. The board shall diversify the investments of the plan so as to minimize thexisk of

loss and to maximize the rate of return, unless under the circumstances it is

Dearly prudent npt to do so.

833811_4.DOC ~
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SECTION 4. Section 3.36.010 of Chapter 36 of Tdle 3 of the San Josh Municipal Code

is amended to read~as follows

3.36.010 Establishment-Name-Scope

A. There is hereby established a retirement plan fur ail persOris, hereinafter in this

chapter specifi~cl, who may become members thereof pursuant to the provisions

of this Chapter 3.36. This plan shall be known as the "1961 police and fire

department reEirement plan," and' includes allprovtsfons of this chapter.

B. The 1961 police and fire department retirement plan isestablished as a qualified

governmental defined benefit plan pursuant to Sectipns 401(a)and 414(d) of the

Mternal Revenue Code or such other provision of the Internal Revenue Code as

applicable and applicable treasury regulations and other guidance of the Internal

Revenue Service. The board shall be authorized to adopt mlesand regulations

which are appropriate or necessary to maintain the qualified status of the plan.

C. Under the City Council's authority pursuant to Article XV, Section 1500 of the City

Charter, the provisions of Article XV-A of the City Charter are hereby

implemented into the San JoseMunicipai Code. To the extent there is any

wnflict between Artide XV-A of the Ciryof San JosB's Charter and the provisions

of the 1961 policeand fire retirement plan, Article XV-A will supersede any

conflicting provision in the 1961 police and fire retirement plan, except as

provided in Section 3.36.410, 3.38.540.6 and 3.36.1550 C and D.

S ECTIQN 5. SecQon 3.36.410 of Chapter 3.36 of Title 3 of the San Josh Municipal

Code is amended to read as follows:

9J3611 6.pOC
Council Agmtla: i-15d3
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3.36.A10 Mortality Service and Other Tables - Revision of Rates of Contribution

Upon the basis of any or atl of such investigations, evaluations and determinations, the

board shall adopt such mortality, service and other tables as may be necessary, and

shall flx and from time to time change the rates of monthly contribution required of

members and of tfie city as may be necessary to make this system at all times

actuarially sound in a manner consistent with Article XVI, Section 17 of the California

Constitution (the "1992 California Pension Protection Act°) and to provide the benefits

provided for in this retirement plan; provided that, as maybe othervuise provided

elsewhere in this chapter, the prpportlonate share of contributions on behalf of the city

shall at all times be in the ratio of three to eight {3:8).

SECTION 6.. Section 3.36.540 of Chapter 3.36~of Titte 3 of the San JosA Municipal

Code is amended to read as follows:

3.36.540 Investment of Funds -Conditions and LimiWtfons

The board shat{ invest and reinvest tMe moneys in the retirement fund in accordance

with the following sNandards:

A. The assets of the retirement plan are trust funds and shall beheld for the

exclusive purposes of providing benefits to members of the plan and ihelr

beneficiaries and defraying reasonable expenses of administering the plan. The

assets of ihe. retirement plan must not revert, andno contrihutions shall be

permitted to be returned to the employers, exceptas permitted by Revenue

Ruling 91-4.

B, The board shall discharge iEs duties with respect to the plan solely in the interest

of, and for the exclusive purposes of providing benefits to, members of the plan

and theirbeneficiaries, maintaining the actuarial soundness ofthe plan in a

933671 4.DOC
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manner consistent with Article XVI, Section 17 of the California Constitution (the

"1982 California Pension Protection AcP'), and defraying reasonable expenses of

administering the plan. The board's duty to the members and their beneficiaries

shall~teke precedence over any other duty. _

C. The board shall discharge its duties with the care, skill, prudence and diligence

under the circumstances then prevailing that aprudent person acting in a like

capacity and familiar with these matters woWd use in the conduct of an

enterprise of Iike charecter and with like aims.

D. The board shall diversify the investments of the plan so as to minimize the risk of

loss and to maximize the rate of return, unless under the circumstances, ft is

dearly prudent not todo so.

E. The retirement plan.may padicipate under Section 40,1(a)(24) of the Internal

Revenue Code in a qualified group trust that meets the requirements of Section

401(a) of the Internal Revenue Code in accordance with Revenue Ruling 81-900,

as amended by Revenue Ruling 2004-67.

SECTION 7. Sedion.3.36.580 of Chapter 3.36 of Tide 3 of the San doss Municipal

Code Is hereby repealed. -.

sa~sii_e.00c
CouncY Aganae: t-tsia
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SECTION 8. The provisions of this Ordinance shah be effective on March 1, 2013.

PA$SED FOR PUBLICATION of title this _day of , 2013, by the
following vote: .

AYES:

NOES:

ABSENT:

DISQUALIFIED:

ATTEST:

TONI J. TABER, CMC
Acting City Clerk

933811 4.DOC
Council Agamia: i-0613
Item No.: 3S

CHUCK REED
Mayor
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flasANnlua;InnovutioeAdvltt

February 8, 2012

V!A ELL~CTRO)VICMAIL

Mr. Russell Crosby
Dircetor of Retirement Services
Fedeia[ed City Employees' Retirement System
1737 North 1'~ Shtet, Suite 580
Snn Jnse, Cniifornia 95ll2

Xe: 5-Year Bndge(ProJec7lons far Federrtted

Denr RasselL

As requested for pwposes of.City budget projections, we hnvo estimated the fuWre
contributiais expected to be rrquired of .the City of San Jose W the City of Snn Tose
Fecle~ated Employees' Retirement System (Fedemfed Pension) and the Pedem[ed Reliiee
Health Care Plan (Redernted OPPB) for the next flue years. 7'he table below summarizes ow
estimated w~rtri6utions assuming City contributions are made throughout the fiscal year.

City of5un Jose 7~'cderated Employees' Rotircment System
(~ollnr smounb in millions)

Pensimi OPEB Tolnl

FYE Ya oll Amount Rate Amount Rate Amouut Rate

2013 240.2 106.7 44.4% 18.9 7,9% 125.6 523%
2014 248.0 716.4 46.9°h 41.8 16.8% 1582 63.7%
2015 256.1 122.8 98.0°lu 44.6 17.4% 167.4 G5.4~
2016 264.4 122.5 463% 463 17.5% IG8.8 63.5%
2017 273.0 123.8 45.4% 47.8 17.5% 171.6 62.9%

Please note that tl~cvc prgcciions arc based on the Jnnc 30, 2011 Actuarial Valuations
Tor the Plans, and assume that alt assumptions were osectly met since Jane 30, 2011 and
are exactly met enc4 find every year into the Poturc. L~ izality, cxperien~w will deviate
from the assumptions witL tlic expectation that overall favorable dcviatiofis 'will be
ofY§et by nntuvarnble dcv7etions over timz rinaily~ we have not adjusted q~e
projeetions~ Tor soy events, transxctinns or experieneo, an<I lneh~ding inveslmant
returns, after June 30, 2011, Ylcus icfer to the valuafion reports fa• a description oT the
p(pn provisions, a summary of the dttta, and a smnmary of tho metimds and assumptions used
in each of the vnivations.

Also as tequesled, we have attached 20-yea~~ projections of City pension contributions.

We hereby certify that, to the best of our knowledge, this letter anJ its contents, which are
work products of Chei~nn, Inc„ fire wmplefe and accufate mid hive keen prepared in
accordance with gencanlly recognized end ecceptecl ncmnrial principles and practices which

t)SOTysm~s OnukrvaiA. SUile 7i0QMdeai~W 21101 T<A: ]03b93.1A54 Fan ]03.8932004 www.t6elioM1VS
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Mr. Russell Crosby
February 8, 2012
Page 2

are consistent wifh the Code of Professional Conduc[ and applicable AUUaria( Standxids of
Practice set out by the Actuarial Standards Board: Furthermore, as credantialed actuaries, we
meet the Qualification Standards of [ha American Academy of Actuaries to render the
opinion contnined in this letter. This Icttef does not address any conlrxcNal or legni issvos.
We ere not nitorncys and our firm does not provide any Iegxl services or advice,

These projections were prepmed exclusively for the City of San Jane Por the pwpase of
budget projections. These projeclio~xs are pmt intended to benefit any tl~ird party. 3fyou have
any quesfions about this analysis, please fet us know.

Sincerely,
Chairon

Gc e alwarsl<i, FSA, EA, MAAA
Principal Consulting Actuary

Attachmene

cc: Bill Hallmark
Certnen Racy-Choy
Anne Huper

~i-fEIRON

k~ ~G
Margaret Tempkin, NSA, !?A, MAAA
Principal Cormulting Actuary -
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CITY OP SAN JOSI~. RLrDCRATL+D EMYLOYI~,R,S' RETIIiGMENT SYSTLrM
20-YC~ AR PROJECTED PENSION CONIRIRUTtONS

City of San Jose

Federated Employees Retirement System
20-Year Projections otCity Pension Ca~tributiuns

Projected City
Contribution Profectad City

[+fiscal Year Amom~t (Middle of Contribution Rate
Ending Year) C% of PTyroll)
2012 $ 90,275,000 283%
2013 $ 106,744,000 44.5%
2014 $ 116,387,000 4G.9%
2015 $ 122,835,000 48.0%
20IC $ 122,450,000 463%
2017 $ 123,833,000 45.4%
2015 $ 128,048,006- 45.4%
2019 $ 132,385,000 - 45.5°h
2020 ~ $ 136,861,000 45.6%
2021 $ 141,478,000 45.6%
2022 $ 146,238,000 45,7°/
2023 $ 151,143,000 45.7%
2024 $ 156,197,000 45.7%
2025 $ 161,413,OW 45.8%
202E $ 166,799,000 45.8%
2027 $ 172,365,000 45.9°k
2028 $ 178,118,000 45.9Yo
2029 $ 184,067,000 45.9%
2030 $ 190,218,000 .46.0%
2031 $ 196,580,000 46.0%
2032 $ 204,432,000 46.4%

Raved nn fi/3NL arJemrin/ ~w/uallon

-~-ICIRON
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~cbniary 21, 2012

VlA 6LSCTRONICMA2 ~ -

Mr. Russcl l Crosby, Dfi~otor of Retiroment Seivicas
City oPSan Jose
Police & Fim pepai1mcnt Retirement Pian
7737 NOrtb 1`~Strcet, Suita 580 ~
Snn Josc, Cniifomia 95A 12

Re: fYem~BnAgelPrnJeMlnusfar Pn/tce&IYre

Denr RnaselL•

As roquestcd, based on our rccait7y completed 7nne 30, 20ll vnhmtions, we have estimated
tAe future contributions expected to be required of the CiTy of Sau Jose to the Gity of Snn
Jose Ppliw & Fiic Department lietirpiimt Plun (Pension i'Inn) and the Valice &Fire
DepnrtmcntRetirea Medical and Dental Insnrrtnce Pian (OPEC P1nn) Por the next five yeas.
The table below summarizes oar estimatetl conh~i6ntans assuming City contrilnViotia fire
made throughout 16e fiscal year and that nil assumpltons in the valuations are exactly realized
each year, since Jnne 3Q 201 L Pleasa ~eCer to those ~cporis for a description of the plan
provisions, o summary of the date, and n summary of the methods and assumptions used In
eacB of the valuations,

City of ban Jose Police & I~'ira Department Pla~~s
Protected Clly Conn•i4utlons*

- (DOliaremminls (n mipions)

Yea~siou - OPL+R 'total
RYL~' Pu roll Ammmt Rate Amamt [late Ammurt Rate
2013 190.7 ]10.1 57.7% I5.5 R.t°h 125.6 G5.8%
2A14 190.7 I22,G 64.3% 18.0 9.5% I40.G 73.8%
2015 - 197.4 131.1 6G.4°h 20.5 10.4°/a 151.6 76.8%
20]6 2043 129,1 632% 22.2 10.9% ISL3 74,7/
2017 211.5 130.1 G1.5°h 233 11.0% 153.4 72.5%

'" In prepm~ing lG4re proJec!lais, we requeslecl the ~nnsf recent fuveshnen! earnings far !/>e
flsr.~/ ~mnr-fo-dn(e and wliet4er /here were any addiilon~l 1~yojjv, lnry nJtrc/Joax, or
slgplficmvl events sYnce Jane 30, 2011 (hot co:dd um(uiulty wjfec( Oresa ~nnJectlorts, We
were Vnfoen~ed that whtl¢ anrniergs lhiwigh 72/37/2071 wam ivellbe%xiYHa nssumedrsun~n
fm~ that period, thn(Jnnuaiy and early Pa6iarory rehmns ara likely !a he very posi(tve, and
the remalniwgfwm artd a Aaljr`rontHs ofJlscal year 20/2 gQeis mme o~>pgr4urslty to realise
(hc usaxn~d return. Iry rrdd!lior:, wa were-try(w~~neA Ly (he Cily ihn! their N~eia na
srgn~crnII Changes lu the wot4~rroe nr puyrro(1 elner June 30, 2010

osorre~~:ova wam, smwiioaen~io~wnxzim Tai: )0J993A95G Fax: ]03.893,N06 ~nvw.dxkon,Ys
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For t(ie OP&I3 proje~Yions, the vnluatimi hus not been finxl)ud, but the preliminary resultsindicate that the City's eon(ribuNons would lxi in azcess of dm annual increflse cepsosfnblished in tlic MOAs. These projections apply the caps In tha MOAs [n the proj~~edpayroll, and it is assumed that tlic ultimate eap oo the City's contri6uHon rme of I1.0%xema5u In effect for the dwntion of the projection. In ndd'dion, iliase OP$II projegionsdonot rcflcet fvturo ohnngp in benafils, peuslties, tnxcs, ar ndminishn4vc coals that mn}' 6crequired ax a rcault of tho Ystieot Protectia~ anA Affordeblo Care Aq of 2010 and [clnMdlegislation and Icgulafions, Finally, tha renldy will be that expc~•icuce witl dev~ntu from ~~~nssumptio»s whicL could havo a algnificxnt impant on theso prq~ectlons in Ore sUort tam.Hawcver, over the Iong Fenn, (}re exPUtafon is fleet overnll favorn6le davlallons will 6aofi3et by imfxvoinbla deviations.

Since coniributians are made sepa~~efely for Pol iae and Fire memUers, the tables bolow~unvidc the additional detail tfiat mny V¢ nccdcd frr ~wu projections.

City of San Joso Polies &fire Department Plans
Yolim Only

(D011nrnmow6ln mi0io~m)

_ Pension OPL~'B Total
~G Pn roll Amount Ra[a Amonnt Rato AmomU Bata
2013. 121.7 69.d ' 57.0°h 10.9 9.0% 803 ~ 66.0%2014 ~ 121.7 77.4 63.6ok 12b 103% 90.0 73.9%.2015 IZb.O 82.8 65:7% 13.9 I1.0% 9G.7 76.7%
201b 130.4 8r.5 62.5°10 143 - ll.0>h 95.$ 73.5°k2017 175.0 82.1 fi0R% I4$ 11A% 969 71.8°.6

City ofSnn Jose l'ofiee &I~'t~n Department Plans
Piro Only

(D011eroiirountt tiuniilions)

Pmiston OP~ll Total
PY6 I'n 7011 Miount Rate Amamf Rato Amount 12nh
2013 69,0 40.4 5894/e d.6 6.6a/o 952 65S%7AI4 G9A. 45.2 65.5% 5.5 S.D% 50.7 73.5%2015 71.4 48.E G7.6% G.7 §3% 55.0 76.9%2016 73.9 47.6 64.4% 29 10.7°/u -55,5 75.I°6
2017 76.5 A8.0 62.8°h 8.4 11.D~~o 56.4 73.8%

Also as mgneskd, wo have attaChcd 20-year pr~jectjons of City pension wntributions

Wa hma6y ccitity flint, to quo bat of our k~iowlnclge, this f~tar a~xt ps coidu~ts; whid~ arowm'k products of Cheirory lac, aye eompleta and accimete and have bacn prepared taiaccordance with genelully itcognized and accepted xe[unrinl principles and praetices whicharc consistent With t6c Coda of Proft~ssional Conduct mid nppiicnbte Aetiiaelai S~andmds of

-~~~IEIRON
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ArpeNce set ou[by [hc Ao(nfldnl SMadnrds IIoaN. FurtliGrnac, ns credenliAlecl adu~u•ies, wemeet llte Qunlificntion SbnAacds of the .4met9cnn Academy of Aciunries to 1'c~~der theopinion contained in ftils Ictter. This dotter dots not add~~ess any contrectual m~ iegnl iss~ies.We me not atloroeys and our Flrm does naf provide mry legni services or ndvica

'these prgeMions were pi~cpnred exdu~iveAy fm• the City of Son dose for the pmposo ofMidget projections. 7'heseyrojcotions a+renot intended W bene6tnny piird parry. IPyau Imvonny questions about Ihi~ analysis, plenss let os Ia~ow•

Sincerely,
Choi~on

Gei Iwawky~A, MAAA
Principal Consn~tUig AUuary

Aunclunont

cc: Di(1 HSlimnrk
Carme+~ Racy-Choy
~(ISh11A bBVIS

-~1-IEtROlV

~-,~'~~L
Mxigorct Templdn, I'SA, llA, TvIP.AA
Princlpnl ConsulQng Atluniy
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February 8, 2612

VLI ELGCTRON7CMAIL

Mr. Russell Crosby
Director of Retirement Services
Federated City Employees' Retirement System
1737 Nortli 1"Street, Suite 580
San Lose, California 95112

Re: 5-Year Budget Pmjecfions for Federated

Dear Russell:

As requested for purposes of City budget projections, we have estimated the future
contributions expected [o be required of the City of San Jose to the City of San Jose.
Federated Employees' Retirement System (Federated pension) and [he Federated Retiree
Health Care Pinn (Federated OPFII) for the next five years. The table below summarizes our
estimated contributions assuming City contributions are made throughout the fiscal year.

City of San Jose Federated Employees' Retirement System
{Dollar amounts in millions)

Pension OPEII Total
FYE Pa roll Amount. Rate Amount Ra[e Amount Rate
2013 2402. 106.7 44.4% 18.9 7.9% 125.6 52.3%
2014 248.0 116.4 46.9% 41.8 16.8% 158.2 63.7%
2015 256.1 ]22.8 48.0% - 44.6 17.4% 167.4 65.4%
2016 264.4 122.5 46.3% 46.3 l7.5% 168.8 63.8%
2017 273A 123.5 45.4% 47.8 17.5% 171.6 62.9%

Please note that Y6ese projections are based on the June 3D, 2011 Actuarial Valuations
for the Plana, and assume that all assumptions were esacUy met since Jmie 30, 2011 and
are exactly met each and every year into the future, Tn reality, experience will deviate
from the assumptions with tM1e ezpec[ation that overaD favorable deviations will be
offseC by unfavorable deviations over time. Finally, we have not adJusted the
projec[{ons for any events, transactions or experience, and including investment
rc[urns, niter June 30, 201]. Please refer to the valuation reports for a description of the
plan provisions, a summary of the data, and a summary of the methods and assumptions used
in each of the valuations

Also as requested, we have attached 20-year projections of CiTy pension contributions.

We hereby certify thak to the best of our knowledge, this teller and iLS contents, which are
work products of Cheiron, Inc., are complete and accurate and have been prepared in
accordance with generally recognized and accepted actuarial principles and practices which

-175alysons Boukvaid, Suite 1100,Mclean,VA 22102 tel: l03A931956 fax ]o3.89320W wv,~(~J~I/~007]G



Mr. Russell Crosby
February 8; 2012
Page 2

are consistent with the Code of Professional Conduct antl applicable Acmazial Standards of
Practice set out by the Actuarial Standards Board. Furthermore, as creden4aled actuaries, we
meet the Qualification Standards of the American Academy of Actuaries to render the
opinion contained in this letter This letter does not address any contractual or legal issues.
We are no[ attorneys and our firm does not provide any legahservices or advice.

These projections were prepared exclusively for the City of San Jose far the purpose of
budget projections. These projections are not intended to benefit any third party. If you have
any questions about this analysis, please let us know.

Sincerely,
Cheiron

Gee alwarski, PSA, EA, MAAA
Principal Consulting Acwacy

Attachment

cc: Bill Hallmark
Carmen RaeyClioy

..Anne Hazper

M~rgamtkin, FSA. 6A, MAAA
Principal Consufling Actuary
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CITY OF SAN JOSE FEDERATCD EMPLOYEES' RETIREMENT SYSTEM
20-YEAR PROJECTED PENSION CONTRIBUTIONS

CiTy of San Jose

Rederated Employees Retirement System

20-Year Projections of City Pension Contributions

Projected City
Contribution projected City

Fiscal Year Amount (Midille of Contribution Rate
Ending year) (%ofPayrnll)
2012 $ 90,275,000 283%
2013 $ lOG,7AA,000 4q.5°r6
2014 $ 116,387,000 46.9%
2015 $ 122,8}5,000 A8.0%
2016 $ 122,450,000 463%
2017 $ 123,833,000 45.4%
2018 $ 128,04$,000 45.4%
2019 $ 132,385,000 45.5%
2020 $ 136,861,000 45.6%
2021 $ 141,478,000 45.6%
2022 $ 146,238,000 45.7%
2023 $ 151,143,000 45.7%
2024 $ 1%,197,000 45.7%
2025 $ 161413,000 45.8%
2026 $ 166~T99,0~0 45.8%
2027 $ 172,365,000 45.9%
2028 $ 178,118,000 45.9%
2029 $ 184,067,000 45.9%
2030 $ 190,218,000 46.0%
2031 $ 196,580,000 4b.0%
2032 $ 204,432,000 46.4%
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Gassk WWex~nnwatice Advke

LETTER OF T2ANSMITTAL

December 13, 2012

RetirementBoard ofthe Federated Ciry
Employees' Retirement System
1737 North 1°~ Street, Sui[e 580
San Jose, California 95112

Dear Members of the Board:

The purpose of this. reporc is to present Uie June 30, 2012 acluazial valuation of the City of
San Jose federated City Employees' Reti~ment System (°System°). This report is for die
use of the Retirement Board and its auditors in preparing financial reports in accordance with
applicable laws and accounting requirements.

Oi~ June 5, 2012, voters approved Measure B which would make a number of changes to the
Sys[em. We understand that the City does not intend to implement most of the changes until
a court rules on the legality of the changes. Consequently, the provisions of Measure Q are
not reflected in this valuation unless explicitly disclosed.

The table below presents lbe key results of the 2012 va~uaUOn compared to the 2011
valuation. It also shows 2012 valuation results both assuming the Supplemental Retirement
Bene£t Reserve (SRBR) continues end that it is eliminated pursuant to fhe recently enacted
City ordnance. Except where otherwise noted, the ~'esulls in this report assume the SRBR
continues.

Summary of Key Valuation Resuifs

Without SRBR With SRBR

6!30!1012 6/30/2012 6/30/2011

Aiscount RaM

AcWar'ral Liability (AC,)

Achraral Value ofAssets (AVA)

UnCwded AcWarial Liahi7dy (UAL)

Fund'mg Rafio - AVA

Market Value ofAssets (Iv1VA)

Fund'mg Ratp-MVA

7.50°/ 7.50% 750"/0
$ 2,841,000 $ 2,884,109 $ 2.770,227

1,762,973 1,762,973 1,788,660

$ 1,078,027 $ 1,121,136 $ 981,568
62% Gl°/ 65°/a

$ 1,649;249 $ !,649,249 $ 1,760,617

58% S7% 64°/a

9nm~mts in Movsands

As shown in the fable above, if the SR$R is eliminated, the Actuarial Liab~~ity and [he
Unfunded AUuarial Liab~~ity would decrease by $43 million, [he balance of ifie SRBR asof
June 30, 2072. The SRBR is currently included as pan of the System's assets for valuation

1]SoTyconseoulevarA, Suite 110o,Md.eary VA2210Z Tel: 103A93.145G Fax: ]03.893.20W wig i~,opp00781



Board of Administration
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purposes. If eliminated, the amount in the SRBR would be transferred ro die General
Reserve, but there would be no change to the assets used in the actuarial valuation.

In addition to the reduction in the UAC, the City's coniribufion rate would also be reduced
for the elimination of the 035% of assets that is added to the City's normal cast for the
expected annual transfer to the SRBR. The table below shows a summary of the conh~ibution
rates for the fiscal years ending in 2019 and 2014. For 2014, .rates are shown both if [he
SRBR wntinues end iPi[ is eliminated.

Summary of Key Valuation Results (continued)

Without SRBR With SRBR
Fiscal Ycar ~ndine 6/30/2014 6/30!2014

Tier i
Member Contribution Rate

City Contribution Ratc

CiTy Contribution Amount

if paid at beginning of the year $

-if paid throughoutthe year $

Projected Payroll $

Tier 2

Member Contribution Rate

City Contribution Rate

Est. C~Ty Confribution Amount

if paid at beginning oC[he year $

if paid throughout the year $

Projected Payroll $

Total City

Estimated Aggregate Rate

Estimated Agy~'egateAmount

- if paid at beginning of the year $

-if paid throughout the year S

$.97% 5.97%

Sp.$5% 5533°Jo

100,67! $ 109,544

104,378 $ 113,597

205,277 $ 205,277

6.68% 6.68%

6.68% 6.68%

1,799 $ I,799

1,865 $ 1,865

27,422 $ 27,922

45.56% 49.50%

G/30/2013

5.74%

44.45%

$ 102,972

$ I06,763

$ 240,187

6.68°

6.68% "

N7A

N/A

NIA

N/A

102,470 $ 111,343 S 102,972
106,244 $ 115,443 S 106,763

233.200 % 233.200 $ 240.187

Arroums in

Gi adAifion to thisamouv~t 2R.9J% o/FYG 20/3 Trer 2 payroN k mnbihvled mumd (he Tier i UAL

The City Council adopted final ordinances to implement a new Tier of pension benefits, for
members hired o0 or after September 30, 2012, with equal cost-sharing Fetween members
and the CiTy. T➢ie Boarcl adopted member and City contribution rates for Tier 2 on August 16,
2012 for the 5acal year ending Juoe 30, 2013. As of the valuation date, there are no Tier 2

~iiE1RON 
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members, so we have continueA Use same contribution rates for Tier 2 for the fiscal year
ending June 30, 20(4, A summary of plan benefits for Pier 2 can be found in Appendix C of
this report and more detail on the development of Tier 2 contribution rates is provided in our
August 16, 2012 presentation. -

A summery ofthe key results of the June 30, 2012 valuation is as follows:

• Unje~nded Achraria[ ],iubi[ity (UAL)/Surplus: The UAL increased by appmxima[ely $140
million primarily due to the investment loss of the System ($119 million).

• Funding Ratio: The ~a~io of the actuarial value of asses to the actuarial liability
decreased since the last valuation. from 65% to 6(%. The actuarial value of assets is
smoothed in order to mitigate the impact of inveshneut performance volatility on
employer contribution rates. Without tihe asset sixwothing, [he ratio of the market value
of assets to the actuarial liability decreased from 64°la ro 57°/a.

• Member Co~Nribu(ion Ra[e:
Tier 1: The member contribution rate is a propoRion (311 (ths) of the service normal cost
rate (including adminishative expenses). The Member contribution rate increased from
5.74%to 5.97%due [p demographic experience.

Tier 2.' The member contribution rate is 50% of the total cost of Tier 2 pension benefits.
Sinee there are no Tier 2 members as of June 30, 2012, the Board approved the
continuation of the member rate of 6.68°/v set for FYI: 2013 and PYE 2014 as well.

City Conbi6utions:
Tier 1: City contributions are a proportion (8/l lths) of the service nom~el cost ratc
(including administrative expenses) plus the reciprocity normal cast rate plus an
amortization payment on the UAL. City eontrihu[ionsas apercent of payroll increased
from 44.45% otpayroll to 55.33 ~o of Tier 1 payroll. 77ie contributioma~raunt if paid on
7uly I, 2014 increased from $103.0 million to $[09.5 million. The lary~e increase in the
contribution rate is mainly due to a decreasing Tier 1 payroll which causes the UAL rnte
to increase. 'the expected Tier 1 payroll decreased k5%, fmm $240 million for FY8
2013 before Pier 2 was created to $205 million for FYE 2014. Howeveq the normal costis paid m the lower Tier I payrol I so the dollar amount is Icss.

If the SRAR. is eliminated, the contribution rate for Tier (would decrease from 55.33%
In 50.85% and the contribution mount, if paid on Suly 1, 2 13, would decrease from
$109.5 million [0 100.7 million.

The policy for determining the City's ARC for Tier 1 is the greater of: (I) the dollar
amount determined in the acWarial valuation or (2) the percentage of payroll determined
in [he actuarial valuation muftiplird by actual payroll throughout the yeer.

-~H[IROIV 
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Trer 2: The city contribution rate is 50% of the total contribution rate Tor Tiu 2. The City
contribution rate is 6.68%of Tier 2 payroll. The city contribution for Tier 2 paid
throughout the year is $1.8 million.

At its November 15, 2Q12 meeting, the Aoard voted that the City's contribution for Tier 2
will be the conVibution rate determined in the actuarial valualim multiplied by actual
payroll throughout the year in order to maintain [he equal cos[-sharing behveen members
and [he City.

Mure details on the plan experience for [he pas[ year, including the changes listed above end
theic impact on these Lune 30, 2012 valuation results care be found in our report which
follows.

In preparing our report, we relied on information (some oral send some written) supplied by
the City of San Jose Depaetment of Retirement Services. This inforrnation includes, but is not
limited to, the plan provisions, employee data; and £nancial informapon. We performed an
informal examination of the obvious. characteristics of the data Cor reasonableness and
consistency in accordance with Actuarial Standard of Practice #23.

We hereby certify that, to the best of our knowledge, this report and its contents have been
prepared in accordance with gernrally recognized and accepted actuarial principles and
practices which are consistent with the Code of Professional Conduct a~ applicable
Actuarial Standards of Practice set out by the Actuarial Standards Boarcl. rurtherrnore, as
credentialed actuaries, we meet die Qualification Standards of [he American Academy of
Actuaries to render the opinion contained in this report. This report does no[ address any
contractual or legal issues. We are no[ aUOrneys.and ouc firm does no[ provide any legal
services or advice.

This actuarial valuation report was prepared for the System for the purposes described herein
and for the use by the plan auditor in completing an audit related to [he matters herein. This
actuarial valuation report is not intended to benefit any third party, and Cheiron assumes no
duty or liability to any such party.

Sincerely,
Cheiron

~~. ~ 
~~~.., ~. dam. ~.-~

Ge Iwarski, FSA, FCA, GA, MAAA William R Hallmark, ASA, FCA, EA, MAAA
Principal Consulting AcMary Consulting Actuary

.°'—~~E~RON 
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FEDERATED CITY lMYLOYEF,S' RGTIR¢ML+fJT SYSTF,M
JUNG AI, 2012 ACTVARiAL VALUKCION

SECTION I
BOARD SUMMARY

The primary purpose of this actuarial valuation is [o rcport, as of the valuation date, on the
following:

• The financial condition pf the Federated City Employees' Retirement System,
• Pas[ and expected trends in the financial condition of the Sys[em,
• Member and Ci[y contribution rates and amounts for the Fiscal Yesr Ending June 30, 2014,

and
• (nformalion required by the Govemmenlal Accounting Standards Board (GASB).

In this Section, we present a summary of the principal valuation results. This includes the basis
upon which [he June 30, 2012 valuation was completed and an examination of the current
financial condition of the System. In addition, we present a review of the key historical trends
followed by Lhc projected financial ouHook for the System.

A. Valuation Basis

The System's funding policy sets City conUibutions for Tier 1 equal to the sum of

• A portion (8/I lu') of the Service Normal. Rate (Regular Cuerent Service Rate) including
administrative expenses.

• The Reciprocity Rate, which is the prefunding of the liability for reciprocal benefits with
certain other California public pension plans.

• The SRBR Rete, which is the annual emouot expected to be transferred to the SRBR.
• The Deficiency Rate, which is the amortization of'Ihe funding deficiency.
• The Golden Handshake Rate, which is the cost for funding the additional benefits gra~rted

in the past to certain refiring employees.

The unfunded actuarial liability as of June 30, 2009 (incWding the Golden Handshake) is
amortized over 30 years from that date, and any subsequent gains or losses or assumption
changes are amortized as part of the Deficiency Rate over 20 years from the valuaUOn in
which they are first recognized. The amoRizations are a level percent of expected Tier 1 and
Tier 2 payroll.

Tor Tier2, Cily contributions equal 50%of the total contribution rate for Tier 2.

Member contri6u[ions equal 3/11 ' of [he Service Normal Rate for Tier I and SO% of the
total contribution rate for Tier 2.

~~~{R~~ GURZA000786



F'6UEIiA'1'EU CITY EMPLOYI:PS' RLTIRL+M EIV1' SYSfE~7
JUNE ~U, 2011 ACTUARIAL YALt1A1'ION

SCCTION I
BOARD SUMMARY

S. Current Financial Condition

The following pages provide a summary of the key results of the June 30, 2072 valuation and
how they compare to the results from the7une 3Q 2011 valuation.

1. Membership:

As shown in Tabie I-1 below, total membership in Federated increased slightly from
20ll to 2012, but the changes between categories of membership were more significant.
Active membership decreased G.0%, terminated vested membership increased 1 L3%, ar~d
retiree membership (including beneficiaries) incttiased 5.1%. Total payroll decreased by
1.3%, and the average pay per aeHve member increased by S.Q%.

Table Id

Total Membership Comas

Item June 30, 2012 June 30, 2011 %Change

Active 3,076 3,274 (6.0%)

Terminated Vesteds 967 869 113%
Retirees 2,936 2,769 6.0°/

Beneficiaries 459 449 2Z%
Disabled 207 210 (1.4%)

Total City Members 7,645 7,57] I.0%

Active Member Payinli $ 225,859,144 $ 228,936,398 (13%)

2. Assets and Liabilities:

Table 42 on the following page presents a wmparison between the June 30, 2012 and
June 3Q 201 I assets, liabilities, UAL, and funding ratios.

The key results shown in Table I-2 indicate that the total actuarial liability increased
4.1%and the market value of assets decreased by 63%. "Che Systicm employs an asset
smoothing method which dampens the impact oP investment market volatility on Ciry
contributlon rntes. For this year the smoothed value of assets (called the acwarial value
of assets) decreased by 1.4%a. The razio of the actuarial value of assets ro the market
value of assets inceeased from 102% [0 107%, ii~dicatin~ that the deferred losses are now
slightly greater than the deferred gains. Finally, the UAL increased from $951.6 million

~-HGRON 
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MEUEItATED CITY P,MPLOYEES•RETIRF,MF.NT SY59'BM1t
.IUNF. 30, 2012 0.C1'UARIAL VALUATION

SECTION I

BOARD SUMMARY

to $1,121,1 million, resulting in a durease in Lhe funding ratio from 64.6% to 61.1°le.
Qased on the market value of assets, the funding ratio decreased from 63.G% to 57.2°h.

Ta61e I-2

Assets &Liabilities

Actives $ 839,502 $ 878,869 (4.5%)

Terminated Vesteds 122,674 l 11,225 10.3%
Retirees 1,707,675 1;57QG04 8.7%

Benefici;vies 99,309 93,751 5.9%
Disabled 7(,840 72,674 {1.1%)
SRBR Balance 43,L09 43,109 (0.0%)

Total Actuarial Liability 2,884,109 2,770,227 4.1%

Market Value of Assets $ 1,649,249 $ (,760,617 (63%)
Actuarial Value of Assets $ 1,762,973 $ 1,788,660. Q.4%)

Unfunded Actuarial Liability $ 1,121,136 $ 981,568 14.2%

Funding Ratio- Market Value 572% 63.6% (G.4%)

Amovrcs In rl w.mnde'

~+fF_IRON 
GURZA000787



FEDERATED CITY F.MPLQYLIfS' RgT12P,MEN'f SYSTEM
DONE 36, 2012 A(Tl1ARNL VALUATION

SECTION 1

BOARD SUMMARY

3. Contributions:

Table I-3 shows the wmponents oC [he contribution rates for both Tier 1 and Tier 2. In
Section 1V of this report, we provide more detail on the development of these
eonhibution rates.

Table 1-3

Components oP ContribnHon Rates

FYE 2014

Member City Total Member

RYE 2013

CiTy Total

Tier I

Normal Cost 598% 15.G1% 2139% 5.55°h IS,00°/a 20.55°

Administrative Expenses 0.19% 0.51% 0.70% 0.19% O.SI°.5 0.70°/u
S28R 0.00% 2.81°/u 2.81% 0.00% 2.57% 2.57%

UAL D.00% 36.40% 36.40% 0.00% 2637% 2637%

Total 5.97°h 5533°/a 61.30% 5.74% 44.45% 50.19%

T[er 2

Normal Cost 633% 633°/a 12.66% 633% 633% 12.66%

Administrative Expenses 035% 035% 0.70% 035% 035% 0.70%

SRBR 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%

UAL 0.00% ~ 0.00% 0.00% 0.0 % 0.00%
Total 6.68% 6.68% 13.36% 6.68% 6.68% 1336%

-~+iEIRON 
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JI7NE 3D, 2012 A(:I'UAtitAL VALUATION

SBCTTOlYt
BOARB SUMMARY

Table 1-4 shows sources for the change in the "tier I net contribution rates and the City's
Tier 1 contribution amount from the vales and amount calculated in the prior report. "the
increase in the Member contrihution rate is due to demographic experience. The increase
in the City's contribution rate is primarily due to invesnnent losses and the decreased
payroll over which the UAL is spread. Payroll for Tier 1 is expected to decrease over
time as members leave the System and new enVants after September 3p, 2012join Tier 2.

Table I-0

City Contribulian Reconciliation for Tier 1

City
Talai

Item Member Normu~ UAL Toial Ci $
L FYG 2013 Tier 1 Contribution Rate 5.74% 18.08% 2637% 44.45 % $103.0
2. Change due W inves6nent toss 0.00% 0.00% 3.83% 3.83% 9.2
3. Chw~ge due to SRBR 0.00% (0.24%) (020%) (0.44%) (1.1)
4.Ch ange due to other experience 0.23% 0.61% 0.13°/a 0.74% 1.5
S. Change duerodecreasing payroll 0.00°/ 0.48% 6.27% 6.75% .0
G.FYG 2014 Tier 1 Contribution hate 5.97% 18.93% 36.40% 55.33 % $109.5
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sECrcoN z
BOARD SUMMARY

C. Historical Trends

Uespile the fact [ha[ most of the attention given to the valuatiott is Wi[h respect to the most
recently computed unfunded acwarial liflbility, funding ratio, and the System's wntribution
rates; it is important W remember ttwt each valuation is merely a snapshot of [he long-term
progress of a pe~ision fund. it is more important ro judge a current year's valuation result
relative to historical trends, as well as trends expeeted into the future. Inthe following
charts, we present the historical Vends based on prior actuarial valuations. Please note that
priar to June 30, 2009, valtwtions were performed every other year. beginning June 30,
2009, vflluations areperforrned every yeeq

The chart below shows the historical trends for assets (bath market and smoothed) vusus the
ac[uarifll liability, and also shows the progress of the funding rntios since 1997.

a
$4,000

0v

Si,000

S2,6tl11

EI,000

SO

FunJul Ru[ii

UAI

Federated Assets and Liabiliticy 1997-2012

1999 1999 2001 200J 2005 2007 2009 2010 2011 2012

92.3% 9JJ% 98.9% 9ZG% 80.9% 82.8% 70.7% 689% 64G% 61.1%
568 57A t22 71,0 326.9 339.1 T29.( 9RM19 AAL( 1.121.1
.NU~~t witve of rtsse6 re/ror/eQP̂ w~ m 2003 vedudeJ reiFee health carers

The chart above indicates that from 1997 to 2001, the System's funding ratio improved, but
was sEiil in deficit status. Then, from 2001 to 2012 (with the exception of 2007), the funding
ratio steadily declined. The decline is due primarily to investment experience.
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JUNE 30, 2012 AC'1'OARIAI, VALOA'CION

SECTSON I
BOARD SUMMARY

The chart below shows the historical trends for the System's contribution rates, since the
Fiscal Year Ending June 30, 1999. Beginning with the Fiscal Year Ending 2013,
contribution rates are shown for Tier 1 and Tier 2. Tier 2 rates are effective September 30,
2013. All information shown prior to the Fiscal Year Siding June 30, 2012 was calculated
by the prior ecivary. Also, please note that the Fiscal Year Ending 2011 rates shown do not
rellec( the phase-in of conhibution rates that was adopted for Members. '17~e Phased-in rate
was 4.54%.

Emnlover and Member Contribution Rates 1999-2014

G4 % — --'–
~'.~ Tier 1 City 11afc O T1er 1 Member Rate 55.3%

~Ticr2 Ciry Rate ~1tier2 Member Rah

44.SMo0
i,

::_a. 40% _.....__.~....__ .____.....
o
o .:
~ °h

26.3%
t.N

°o_

30 ...._._._ _ .,
25.8% -. ;'

i i~ 182/ 183%
a 1 4% 153/ t38% 150/ -
V 2 G7%''

LO/ – S~ ~—~ -
f7/ =6

?rti

1999 2001 2003 2005 2007 2009 2011 2012 2013 2014

Fiseal Year End

The key information in [his chart is the increase in the CiTy conhibution rate sing 2003 and
particularly since 2009, Rutes have increased primarily due to investment Tosses, assumption
changes, and reductions in payroll that increased the UAL rate. The increase in Tier I
contribution rate scheduled for the Fiscal Year Ending in 2014 is primarily due to invesUnent
losses 2nd the reduction in expected Tier I payroll due to the creation of 1'iee 2.

The following cltait rep~sents the pattern of the System's acNarial gains and losses, broken
into the investment and Iiabiliry components. The chart does not include any changes in the
System's assets and liabilities attributable to changes to methods, procedures or assumptions.
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SECTION I
BOARD SUMMARY

SJFCERS Historical GafidlLossl 2005-2012

:.., ii: lnvestmen[ C!(L) :;.`?!` Liability G/(L) Net AxpeNence G/(L)

The key,insights from this chart are:

• investment losses (gold bars) in 2005 are partially offset by investment gains from 2006
and 2007. From 2008 to 2012, there were additional investment losses. Since the
actuarial value of assets only recognizes a portion of the recent market losses, additional
investment losses and gains on the actuarial value of assets are expected over [he Four
years as the recent market re[Ums are fully recognized.

• On it~e liability side, half of the valuations showed actuarial losses. The actuarial gains in
2010 and 2011 are primazily due to actual salaiics being less than expected. The small
actuarial gain in 2~i2 indicates that the demographic assumptions adopted for the tune 30,
2011 valuation more accurately reElec[ current demographic experience.
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SECTION I
BOARD SUMMARY

D. Projected Financial Trends -

Our analysis of projected ft~ancial trends is an imporianE pnR of this valuation. In. this
Section, the implications of the June 3Q 2012 valuation results on Ilia future outlook for the
System in terms of benefit security (assets over liabilities) and expected fuNre conVibution
rates are illustrated.

]n the charts that follow, we project assets and liabilities, the pay down of UAL, and the City
and Member contributions on two different bases:

1) Assuming a0 assumptions are met including a 7.5% reNrn for 2012-13 and each and
every year that follows, and

2) Assuming all assumptions are met except for (lie inveshnent returns shown in the table
below. These are rates of rewm that vary each year but over the projection period equal
on average the assumed 7.5% return. We do this in order to illustrate the impact of
volatility hecnuse the System's investment returns will never be level each and every
year.

FYE 2013 2014 2015 2016 2017 20]8 2019 2~ 2021 2022
Return 20.0% &0 % 3A % 20.0 % -a.U'% 18.0 % 13.0 % 9.0 % -7.0'% 16.0%

FYE 2~ 2024 2A25 ~¢ 2027 2028 2029 2~, 203/ 2032
Refum 9.U% -R.0% g.0%, 13.0"/0 14.0% -K.11'%, -~fi.0% 30.Q% 25.0% -1.0'%

Please note that the investment returns shown above were selected solely to illustrate
the impact of investment volatiliTy on the pattern of funded status and Cily and
member conh~ibution rates. TLey arc not intended to be predictive of actual future
contribution rates or funded status or even to represent a realistic pattern of investment
rekurns.
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BOARD SUMMARY

Projection Set 1: Assets and Liabilities

The chart below shows asset measures (green and orange lines) compared to the actuarial
liability (gray bars). At the top of each chaff is the progression of funding ratios. The key insight
from this chart is the steady projected improvement in funded ratios in the rrst chart, and how
varying investment returns can impact the progression of funding ratios.
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FF,DF.RATF.D CITY EMPLOYN.F,S' ltEl'1l2EMENT SYSTEM
JON630, 2012 AC1'UAfifAL VALUATION

SCCTI6N1
BOARD SUMMARY

-ProjeMion Set 2: Projected Employer Contribution Rate

As shown in Chart I below, City contribution rates are expected W increase over the next two
years as investment losses are recognized, and then stabilize for a few years before gradually
declining as Tier 2 becomes more significant. These contribution rates are slightly higher than
those projected in the prior valuation (red line). The increase is mostly due to the invesuncnt
losses fpr the 201 t-12 plan year as well as a slight reduction in total payroll As shown in Chart
2 below, the projected amount of the wntribution is very similar to flee prior valuation
projections.
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FF.DF,AATED CfI'Y EMPLOYF,F,S'REIlNh:MlNT SYSTftM
.ION830, 2013 ACTVARIAL VALUATION

SECTION t
BOARD 5U11917ARY

Varying investment returns can signifmantly alter the projected contribution rates and
amounts. As shown in Charts 3 and 4, varying rewrns that average Uie assumed rate of
re[um over the projection period can result in much lower (or higher) conVibutiou rates
and amounts at different points in the projection. The asset smoo[hjng and amortizations
smooth out these variations, but significant variability in contribution rates remains.
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FCUEItKTED CITY EMPI.OYGES' RE1l1tEMENT I
JUM1R 30, 2012 ACTOAIUAL VALUATION

SECTION ii
ASSETS

The System uses and discloses two different asset measurements which are presented in Lhis
section of the report; market value and actuarial value of assets. The madcet value represents the
value of the assets if they were liquidated on the valuation date. The actuarial value of assets is a
value that smoothes annual investment re[um performance over multiple years to reduce [he
impact of short-term investment volatility on employer contribution cafes.

On the following pages we present the following information on Uie System's assets:

Statement of changes in the market value of assets during the year,.
Development of excess earnings,
Development of the actuarial value of assets, and

• Discussion of investment performance for the year.

A. Statement of Change in Market Value of Assets

Table 11-1 shows sources for the change in the market value of assets.

'fable II-1
Change in Market Vutue of Assets

June 30, 2012
Bnsie• Cost of Livin Tatal Retirement

June 30, 2071
To1xl Re~iremenl

Market Value, Bcyrinning o[Year $ 1.291,485 $ 469,133 $ 1,760,618 $ y512,802

Contribution
Member 7y94 2,561 10,554 24,G02
CiTy 69,496 17,586 87082 59,180
Total $ 77,490 $ 20.147 5 97,637 S 83.782

Netlmsstment Eamings`k 5 (51,611) $ (17,290) S (68,90!) $ 284}12

Benefit Payments § (107,106) S (29,692) $ (136,798) § (120,278)

Adminis/rative Ezpenses $ (2,655) $ (850) $ (3,306) $ -

MarkM Val tie, End of Yexr S 1 47,903 S 441947 5 1649,250 S 1,760,615
nmoxna in rlmmoM

Includes SRBR of$Q3,~09 at the bepjnning and at the end ofthe year,

"t Gross imes4nenl earnin6s ~css invcstmrnt expenses

Table 11-2 shows the development of excess earnings.
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FTDF.RATIiD Cil'Y EM1`LOYEE3' RETIR£MF.NT SYSTEM
JUNE 30, 2U12 AC'1'f1ARtA1, VALUATION

SECTION II
ASSETS

llevelopmmt of Excess Earnings xs of.Iune 30, 2012

Employee
Retirement Fund Reserve

SRBR General Total.
1.Total Enmings ~ $ (54,067

z~Balanee, July 1,2011 $ 192,822 $ 43,109 $ 1,055,554 $ 1,291,485

7. Net Cashflow $ Q5,016) $ 0 $ (14,600) $ (29,616)

4.Crediting Ra(e 3.00% 0.00°/a OAO%

S. Primary Interest Crediting $ G,034 $ - $ - $ G,034

II 6.Balance, June 30, 2012 $ (83,840 $ 43,109 $ 1,04Q954 $ 1,267,903

i 7. Excess Earnings $ - $ (GQ161) $ (60,101)

~I S.Balance, July 1, 2012 $ 183,840 $ A3,109 $ 980,853 $ 1,207,803

Amom¢s in thaysand~

B. Actuarial Value oT Assets

'Ca determine on-going Cunding requirements, most pension funds utilize an actuarial value of
assets that differs from the market valueof assets. The acNarial value of assets is based on
averaging or smoothing year-to-year market value returns for pueposes of reducing the
resulting volatility qn contributions.

The acwarial value is calculated by recognizing 20% of each of the prior four years of acWa]
inveshnent experience relative to the expected rotum on the actuarial asset value (7,5% for
201 L2012, 7.95°/a for 2010-201 I, 795% for 2009-2010, 825% for prior years). The
expected return on the actuarial value of assets is determined using the System's actual cash
flows and the assumed rate of return. The balance of the actual inveskncnt experience is
recognized in a similar fashion in future years. (See Appendix B for Punher explanation of
the azset valuation method).
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FF.OF,RAI'CD CITY EMPLOY&FS' RFTIREMENI';
dIINL 3U, 2012 ACTUARIAL. VALIfATtON

SECTION II
ASSETS

Development oP Actuarial Va)ue of Assets as of Junc 30, 2012

of Assets $ 1,207,803 $ 441

Gains/((.osses)

Current Year (149,934) (52,760) (202,694)
Prior Year 125,205 38,797 164,003
2nd Prior Year 72.529 18,926 91,456
3rd Prior Year (343,2QG) (89,559) (432,764)

Deferred Gains/(Dosses)
Current Year (80%deferred) QI9,947) (42,208) (162,155)
Prior Year (60%deferced) 75,123 23,278 98,402
2nd Prior Year (40°1 deferced) 29,012 7,591 36,582
3rd Prior Year (20% deferred) (68,641) Q7,912) (86,553)

Total $ (84,453) $ (29,271) $ (113,724)

Actuarial Value

C. Investment Performance

717 $ 1,762,973

Amrmnee in ilmumr~2e

The market value of assets internal rate of return, net of investment expenses, was -3.9% far
the year ending June 30, 2012. This is compared to an assumed return of 7.50%.

On aroacluarial value of assets basis, the return for [he year ending June 30, 2012 was 0.9%.
The difference is largely due to the reeognilion of deferred gains from prior years while 80%
of the loss for 2011-12 is deferred to future years. This return produced an overell
invespnent loss of $1123 million Tor the year ending Tune 34, 2012.
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FP:DL+NA9tiU CITY EMP7.OYI?ES' RG'fntEMEN7' SY5fF,M
JUNE 30, 3012 ACf0Aft1AL VAbUA'fION

SECTION III

LIABA.ITIES

Sn this section, we present detailed information on liabilities Tar the System, including:

• Disclosure of liabilities at Tune 30, 20t 1 and June 30, 2012, and

• S[atcmcnt of changes in the unfunded actuarial liability during the year.

A. Disclosure

"IWo measures of liability are calculated and presented in this report. Each type is

distinguished by [he purpose Tor which the figures are ultimately used.

• Present Value of All h'uture Benefits: Used for measuring. all future obligations,

represents the expected amount of money needed today to fully pay off all benefits bath
earned as of the valuation date and those to be earned in the future by cunent plan
members under the curcent Plan provisions.

Actuarial Liability -Entry Age (EA): Used for determining employer eontributions
and GASB accounting disclosures. This measure of liability is calculated taking the
present value of all future benefits and subtracting the present value of future member
contributions and furore employer nonna! costs as determined under the EA actuarial cost
method. It represents the expected amount of money ceeded today In pay for benefits

- attributed to service prior to the valuation date.

Table III-1 and Table Ill-2 on the following page disclose these measuees of liability for the
current and prior valuations. By subtracting the actuarial value of assets from the actuarial
liability, the net surplus or unfunded actuarial liability (UAL) is determined.

Table III-3 shows the Entry Age Normal Cost as a percentage of pay. 'ihe EnUy Age Normal
Cost represents the expected amount of money needed to fund the bene£ts attributed to the
next year of service underthe EAactuarial cost method. Administrative expenses and the
SRBR are explicitly valued as an addition to normal cost (0.70% of payroll for administrative
expenses and 635% of the market value of assets for the SRBR).
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FGUEM'fEU CITY EMPI,OYF.ES' RL+'fIR6MEN7' SYSTEM
JU4E 30, 2012 ACfUAR1AL VALUATION

SECTION III

LIABILITIES

Table III-1
Pruent Vatuc of Future BeneSts

Basic

June 30, 2012

Cost of Living Total Retirement

Junc 3Q 2011 ',

Total Retirement'.
~'. Actrves '~

Retirement $ 778,851 $ 273,926 $ 1,052,777 $ 1,083,290
Termination 62,237 20,434 82,677 82,354
Dea[h 18,699 5,940 24,639 23,7821
Disability 30,271 10,562 40,833 40,718 ~
Total Actives $ 890,058 $ 3tQ&62. $ 1,200,920 $ 1,236,144

Retirees 1,057,827. 649,848 !,707,675 1,570,604
BeneLciaries 50,282 49,027 99,309 93,751
Disabled 39,958 31,882 71,840 72,674
Deferred Vested 90,450 32,224 !22,674 111,225
S2BR Balance 43,109 - 43,109 43,109
Total $ 2,t71,6S4 S Y,U73,S43 S 3,245,527 $ 3,121,507

n,muus irz /hanran@

Basic

TaUle III-2.

Actuarial Liability

June 30, 2012

Cost of Living Total Retirement

June 30, 2011

Total Retirement

Actives

Retirement $ 580,720 $ 204,4fi2 $ 785,182 $ 815,306
Termination 12,719 8,811 21,530 31,003
Death 10,822 3,295 14,117 (3,795
DisabiliTy 14,147 4,SZ6 1$,673 18,760
Total Actives $ 618,408 $ 221,094 $ 839,502 $ 878,864

Retirees 1,057,827 649,848 1,707,675 1,570,604
Beneficiaries 50,282 49,027 99,309 93,751
Disabled 39,958 3!,882 71,840 72,674
DefeRed Vested 90,450 32,224 122,674 1ll,225
SRBR Balance 43,109 - 43,(09 43,109
Total S 1,900,034 $ 984,075 S 2,884,109 $ 2,770,227

Anmunta in thousands
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NL+UERA9'EU CI'CY EMPI.OYF.F.S' RF,TSRF.MF,NT FYSTEM
JUNE SQ, 2q@ACTUARIAL. VALUATION.

SECTION ItI

LIABILTfIES

Table TII-3 ~~
Tier 1 Normal Cost*.

Junc 30, 2012 June 30, 2b11

Buic Cost of Living Total Total

Retirement 11.97% 4.16% 16.13% 15.90%

Termination 2.52% 0.57°/a 3.09h 2.55%

Death 0.49a/o 0.16% D.65% 0.61%

DisebilitY 0.9G% 0.35% 931% 128%

Reciprocity 0.1 G% 0.05% 021% 0.21°/a

Sub-Total 16. FU % 5,29% 21.39 % 20.55

Admin Gxpense 0.70°/a 0.00°l0 0,70% 0.70%

SRBR 2.81% O.Op% 2.81°l0 2.5?°/a
Toixl 19.Gt % - 519 % 24.90°/ 23.32
• No Tier z Memhers ns nrr✓3nn012

B. Changes iu the Unfunded Actuarial Liability

The UAL of airy retirement plan is eupected to change at each subsequent valuation for a
variety of reasons. In each valuation, we report on those elements of change in the UAL that
have particular significance or could potentially affect the long-term financial outlook of a
retirement plan. Table Ill•4 on the following page smmnarizes the key changes in the UAL
since the last valuation.
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FEDERATED CITV EMPbOYLLF.S' RETI2EMF,NT SVSTI?M
.TURF, l0, 20t2 ACI'UAIUAL VALUATION

SECTION CC[

LL4S[LITIES

Development of 2012 Experien ce Gain/(Loss)

item

1. Unfunded Actuarial Liability at June 30, 2071

2. Hxpected unfunded accrued liability payment

3. Interest accrued

4. Expected Unfunded Actuarial Liability a! June 3Q 2012 (L2+3)
5. Acmel Unfunded Liability at June 3Q 2012

a. Portion of (6) dce to invesGnent gain or (loss)

b., PoKion of (6) due [o earlier than expected retirements
c. Portion of (6) due ro due to retiree spouse data
d. Portion of (6) due to no excess earnings transferred to SRBR
e. Portion of (6) due to other experience

+iEfRON

amount

$ 981,568

47,774

70,034

$. i,Q03,828
$ t,t 21,136

$ (119,331)

(23,943)

7,978

6,162

11,826

Amounlsin 6lovaaredf
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FF.OF.RATED CITY EMYLOY6ES' RETIIiFv11F,M1T SYSfLM

JUNE JU, 2012 ACI'UARIAI. VALUATION

SECTION N
CONTRT60TIONS

In the process of evaluating the financial wnditian of any pension plan, the actuary analyzes the

assets and liabilities to determine what level (if eny) of contributions are needed [o achieve and

maintain en appropriate funded status of a plan. "Pypically, the actuarial process wilk use an

actuarial funding method that will result in a pattern of con6~ibutions that are Moth stable and

predictable.

The actuarial funding methodology employed is the Entry Age actuarial cost method. Under this

method, there are two components [o the total wntribution: the normal cost, and the unfunded

acWarial liability cpnhibution. The normal cos[ rake is determined by taking Ole value, as of

envy age into the plan, of each member's projected Future benefits. This value is then divided by

the value, also at entry age, of each member's expected future salnry. "fhe normal cost rate is

multiplied by current salary to determine each member's nprmal cost. Administrative expenses

and the expected net transfer to the SRBR are added to the entry age normal wst. Finally, the

normal cost is reduced by the member contribution to produce the employer normal cost The

difference between the actuarial liability and the actuarial value of assets is the unfunded

actuarial liability. The UAL is made up of the unamortized UAL as of Sune 3Q 2011 plus the

impact of the ZOt 2 cacperience and the 201 l UAL payment that is made on Juty 1, 2012.

Table IV-t provides the payment schedules to amortize the unfunded liability as of June 3Q

2009 over 30 years, and any additional actuarial gains/(bsses), assumption or method changes

aRer June 3Q 2009 over 24 years. The amortisations ere a level percent of expected'Pier I and

Tier 2 payrolt

Ta61e IV-2 shows how the City's contribution rate for FIT, 2014 is developed. The methodology

and assumptions used are in full compliance with the parameters set in GASB Statement No. 2S

for purposes of determining the annual required contribution (ARC).

.Table IV-3 shows the City's contribution dollar amounts for FYE 2014 assuming contributions

are made at the beginning of She fiscal year.. To the extent contributions ere made after the

beginning of the fiscal year, the amounts aflould be increased at an annual rate of 7.50 percent.

-~iiElFtOiV ~ 2~
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FEDEMTEU CITY ENfPLOVF.ES' RI+,TIREMN:N'f SV5fEM
JUNE J0, 2012 ACTOARIAL VALUA'f10N

SCCTION IV
CONTRIBOTIONS

Table 1 V-1

UAI, Amortlzation

Ouhtanding Remaining
Balance Period

Payment

$Amount % of Pa

Basic Retirement Bene[it

Golden Handshake $ 1.6,727 27 $ 1,071 0.54%
2009 UAL 599,341 27 38,391 19.39%
2tl10 (Gain)or Loss 47,487 18 3,910 1.97%
2010 Asswnption Change {38,14'n 18 (3,141) Q.6%)
2011 (Gain) or Loss 9,355 19 743 038°~
201 I Assumption Changes 716,812 19 9,274 4.68°.6
2Q12 (Gain)or Loss (192,463) 20 (14,773) (7.5%)

7/1/2012 Payment 48,667 0 0.00%
Total $ G07~779 $ 35,475. 17.92"/0

Cast of Living $enefit

Golden I~Iandshake $ 4,067 27 $ 261 0.13%
2009 OAI, 146,770 27 9,401 4.75%
2010 (Gain) or Loss 3,461 l8 285 0.14%
2010 Assumption Change (21,176) l8 (1,744) (0.9%)
2011 (Gain)or Loss (12,351) 19 (98q -0.50%

~2Q1L Assumpli on Changes 70,406 19 ~ 5,590 2.82%
2012 (Gain) or Loss 309,771 20 23,777 12.01%
7/12012 Payment 12,409 0 O.Qpo~,

TO~~ $ 513,357 $ 3G,SY0 1$.48%

Total $ 1,121,13G $ 72065 36.40%
Amonnn )n rbnmmrAe

[Pthe SRBR is eliminated, abaseequal [o the SRBR balance of ($43,t09,000) as of June 3Q
2012 would be amortved over 20 years kith a payment of ($3,309,000) or •L61%of pay.
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GURZA000805



FEpF.RATED CITY EMYLOYF,FS' RF,TfAF.MLIJ1' SYSSEM
dUNE 3Q t013 ACTUARlAI. VA40ATION

SECTION N
CONTRBUTIONS

Table IV-2

Contribution Rates

Biscal Year 2013-14

Basic COLA Total

Fiseal Year 2012-t3

Basic COLA Total

Tier 1

Member Rs[e 4.53 % t.44% 5.97 % 4.32% 1.42% 5.74%

City Service No~ma(Rate 14.91% 3.81% 18.72% .14,11% 3.76% 17.87%

Ciry Reciprocity Normal Rate 0.16% 0.05% 0.21% 0.15% 0.06% 02t%

City Normal Rate 15.07% 3.8G % 18.93% 14.26% 3.82 % 18.08

CiTy Deficiency Rate 1738% 1835% 35.73% 20.56°/a 525% 25.81°/a

City Golden Handshake Rate 0.54% 0.13% 0.67% 0.45% 0.11% 0.56%

City UAL Rite 17.92 % 18.48% 36.40 % 21.01 % 5.36 % 26.37%

City Rafe 3299% 22.34%n 55.33 % 35.27 % 918% 44.45

Tier 2

Member Normal Ra[e 6.13°/ 0.55%. 6.68% 6.13°/ 0.55% 6.68%

Member UAL Rale 0.00% 0.00°/a 6.00% 0.00°/ 0.00% 0.00%

Member Ra[e 6.13 % 0.55 % G.G8 % 6.I3 % 0.55% G.G8

City Normal Rate 6.13% 0.55%a 6.G$°/ 6.13°/a 0.55% 6.68%

CiTy UAL Itttte 0.00% 0. %a 0.00% 0.00°/a O.00Yo000%

City Rste 6.13% 0.55 % 6.68 % 6.t3% 0.55% 6.G8

-~-IiEIROf~ ~
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I+N;UCIN'1'EDCRTY EMPLOYF,6S' RF.TIRSMF.NT tiYSI'CM
TUNE 30, 2012 ACTUARIAL VALUATION

SECTION IV
CONTRIBUTIONS

Tablc lV-2(a)

Contribution Rates -Tfor 1
With Elimination of SRBR

Fiscal Year 2013-14
Basic COLA 'lbtal

Member Contribution Rate 4.53% 1.44 % 5.97%

City Service Normal late 12.10% 3.81% iS,91%
'City Reciprocity Normal Rate 0.16% O.OS% 0.21%
CiTy Tier 1 Normal Rate 12.26% 3.86% 1612

City Deficiency Rate 1.591% 18.35% 34.05%
City Golden Handshake Rate 0.54% 0.1̂3%. 0.67%
City Tier 1 UAL Rate 1G25 % 18,48 % 34.73

Tier1 Ci Rate 2851% 22.34:/ 30.85%

-~iiEIRQIV 23
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FEDERATEn CTfY EMPI,OYEHS' AE'I'IRF.MF.NT SYS'PBM
JUNF. 70, 2012 AC9'UAI3IAL VALlIAT10N

SECTION N

CONTRIBUTIONS

Table IV-3

City Contribution Amounts (BOY)

July t, 2013
Basic COLA Total Basic

July I, 2012
COLA Total

Tier i
City Service Normal Cos[ 5 29,520 $ 7,543 $ 37,063 $ 32,687 $ 8,710 $ 41,397 .

City Reciprocity Nonna~ Cost 317 99 41 G 347 139 486

City Normal Cost $ 29,837 $ 7,642 $ 37,479 $ 33,034 5 8,849 $ 41,884

City Deficiency Cost $ 34,404 $ 36,329 $ 70,733 $ 47,629 $ 12,162 $ 59,791

City Golden Handshake Cost 1,071 261 1,332 1,042 255 1,297

City UAL Cost $ 35,475 $ 36,590 $ 72,065 $ 48,671 S 12,417 $ 61,088

City Contribution $ 65,312 $ 44,232 $109,544 $ 81,705 8 21,266 S702,972

Tier 2
City Normel Cost $ ],651 $ 148 $ 1,799 N/A N/A N/A-

City UAL Cost - - - N/A NIA NlA

Ci Contribu8on $ 1 651 $ 148 S 1799 N/A N/A N/A
n,~,,,,,.m ~~ a,,,,.~„d.

Table IV-3{a)

CiTy Contributlon Amounts (BOY) -Tier 1

With Elimination of SRIIR

July 1, 2013
Basic COLA

Reciprocity Nonnal Cost 317 99 4l6

Tier 1 Normal Cost $ 24,293 $ 7,6d2 $ 31,915

Deficiency Cost $ 31,095 $ 36,329 $ 67,424
Golden Handshake Cost 1,071 261 1,332

Ticr 1 UAL Cost $ 32,166 $ 36$90 S 68,756

1 Ctity ARC $ 56,440 $

Amoume in ~Aousan~
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NEUEItATE~ CITY F,MPI,OYGG1' RETIRN:M4;~'!' SYSTEM
JI~NF.30, 5012 ACTUAti[AL VALUATION

SIbCTION V
ACCpUNTING STATEMftNT INFORMATION

Statement No. 25 of the Governmental Accounting SG2ndards Board (GASII) establishes
standards for accounting and firmncial reporting of pension information by public employee
retirement systems.

The GASD No. 25 disclosure compares the acNarial liability computed foc funding purposes to
the actuarial value of assets to determine a funded ratio. 'Plie actuarial liability is determined
assuming that members continue to terrninate employment, retire, etc., in accordance with Aie
acNarial assumptions. Liabilities are dismounted at the assumed valuation interest rate of 7.50%
per annum as of Jane 3Q Z011 and June 30, 2012.

GASB Statement No. 25 requires tUe actuarial liability be compared with the actuarial value of
assets for Tunding purposes. The relevant amounts as of June 30, 2011 and June 30, 2012 are
presented in Tabte V-1,

GASB Smfemenf No. G7 will replace GASB Statement No. 25 for System reporting effective for
the Fiscal Yeas Ending June 30, 2014.

Federated CiTy Employees' RMirement System

[[em June 30, 2012 June 3Q 20)1 %Char
3ASB No. 25 Basis
1. ActuarialLiabilities

a: Members Currently Receiving Payments $ 1,921,933 $ 1,7SO,i34 8.0%
b. Vested Terminated and Inactive Members 122,674 11(,225 10.3%
c. Active Members 839,503 875,864 4.5%
d. Total Actuarial Liability $ 2,884,109 $ 2,770,227 A.l%

2. Acwarial Value of Assets $ 1,762,973 $ 1,788,660 -1.4%

3. Unfunded Actuarial Liabi3ity $ 1,121,136 $ 981,568 14,2%

4. Ratio of Actuarial Value of Assets

Amounb In «~owmede~
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P~DEMTED CITY F,M1'GOYEES' RETIRP,MRNT SV5P6M
JUNF, J0, 2012 ACTUARIAL VA1,IIATION

SECTION V

ACCOUNTING STATEMF,NT INFORMATION

Tables V-2 through V-5 are euhibits for use in [he Sys[em's Comprehensive Mnual Financial
Report (CAFR). The Government Finance Officers Association (GPOA) recommends showing
at least 6 years of experience in each of these exhibits. Table V4 shows the Notes to Required
Supplementary InPormatioq Table V-3 presents an analysis of financial ezperienee foi the
valuation yeaq Table V-4 presents the Solvency Test which shows the portion of ecmnrial
liability covered by assets, and Table V-5 presents the Schedule of Funding Progress.

Table V-2
Federated City Employees' Retirement System

NOTftS TO RF,Ol1IR~D SUPPLEMENTARY INFORMATION

The information presented in the required supplementary schedules to the Financial Secfion of the
CAFR was determined as part of the acNarial valuation at the date indicated. Additional
information as of the latest actuarial valuation follows.

Valuation dale

Aetuurial funding method

June 3Q 20(2

Entry Age

Amortization method Level percent oFpay, closed, layered

Equivalent single amortization period 26.8 Years

Assts valuation method 5-year smoothing of reNrn over or under expected returns

Actuarial assmnptions:
lnvestrnent rate of return 7.50%
Protected salary increases due 325o~a
to wage.inflation
Cos[-of-living adjustments ~ Tier 1 - 3.0°/a per year; Tier 2 — 1.5%per year

The acNarial assumptions used have been recommended by the actuary and adopmd by the
Federated Bow~d in October 2011 based on the most recent review of Federated experience.

The rate of employer wntributiais to Federated is composed of the normal cost, reciprocity
nonnsl cost, amortization of the unfunded actuarial liability and the Golden Flandshake rate. The
implementation of Tier 2 effective September 30, 2012 has been inducted. The normal cost is a
level percent of payroll cost which, along with the member contributions, will pay for projected
benefits at retirement for the average plan participant. The acNarial liability is that portion of the
present value of projected benefits that will not be paid by future employer normal costs or
member contributions. The difference between dais liability and tbe funds aecwnulated as of the

••aror-ev~~e.li~~ "~^•v^nmas~any m.ve+xo~em~rwra~m.aao~w nw~w=.nm,n,m~~nx~w. vw'r~..z,eD,~mw.n,M~.u.en.d~.imnM as

d•aww~u i.m
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FF,DERAiED CPi'Y ENPIAYF,F.S' RF,TIREMCNT SVS1'EM
JUNE 30,1012 ACTUARIAL VALUKI'ION

SECTION V
ACCOUNTING STATEMENT INFORMATION

Table V3
City of San Josc Federated CiTy Employees' Retirement System

ANALYSIS OF FINANCIAL EXPERIENCE

Gain (or Loss) in Mtuatial LiaMlity during Years P~nded June 30
Resulting from D[fferences behveen Assumed Experience

and Actual Experience

Gain (or Loss) for

Year finding
Type of Activity June 30, 2012

Investment tnmme $ (119,331)

Combined Liability Experience 2,023

Gain (or Loss) during Yezr from Financial Experience $ (I 17,308}

Non-Recurring Gain (or Loss} Items

Composite Gain (or Loss) During Year $ (J 17,308)

Amawus in O~ouawd
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FF.OF.AATF.D CITY EMPLOYEES' RF,T[RF.MN:NT SVhTVM
JII~G Jo, 2017 ACTOAR7A7. VALUATION

SECTION Y

ACCOUNTING STATEMENT INFORMATION

Table V-4

City of San Josc Federated CI[y Employees' Retirement Sysfem

GASB SOLVENCY TEST

Actuarial Liabilities for

Retirees, Remaining Portion ofACtuarial

Valuation AM[vc IIeneficlaries ~.ctive Liabilities CovCrod

Dete Member and Other Members° Reported by Reported Assets
June 30.• Contributions tnactives Liabilities Assets•* (A) (B) (C)

2017 234,574 1,848,254 687,400 1,788,660 100°i6 84% 0%

2010 242,944 1,504,698 762,716 1,729,413 100k 99°k 0°h

2009 228,967 1,393,114 Sfi4,074 1,756,558 100% 100% 16%

2007 214,527 1,003,001 743,415 1,622,851 1Q0% 100% 55%

2005 230,027 824,043 bS7,300 1,384,454 IQO% 100% SO%

2003 224,875 635,092 451,724 1,280,719 100% 100% 93%

2001 210,377 529,853 332,103 1,060,144 100% 100% 96%

" Recvlls priorto N302010 mlculu~W byµiorenuery Amoeubr In tt~wsmda

°ACnmrisl Valm nth is

Table V-5
Schedule of Funding Progress

T7nit~nded AL

Actuarial Actuarial Value Actua~iat UnTunded Funded Covered as a % of

~Iuation Date of Assets to VAl Liabilih (ALl AL Ratio PnyroR Covered Payrol

June 30, 201 I ' 1,788,660 2,770,227 981,567 65% 228,93G 429%

June 30, 2010' 1,729,413 2,510,358 780,945 69% 300,81 I 260%

June 30, 2009' 1,756,558 2,486,135 729,597 71% 323,020 226°

June 30, 2007 1,622,851 4,960,943 338,042 83% 241,405 11G%

June 3Q 2005' 1,3&A,454 1,711,370 326,916 81% 286,446 114%

Sune 30, 2003 1,280,719 1,311,69V 30,972 98% 292,961 1 t%

June 3D, 2001 1,060,144 1;072,333 12,189 99% 252,696 5%

Mo¢: kcsul6 prior [0 6/3(V2010 were celadeed by~c prior euuary Rmovi(a ~n lhru

' Dcmogwp7tic assumpfion cbazrges inaeaved AL by S63 rttiltion.

' Dcmog~apLic and ewnomic aaumption chm~gcs, includi~~y reducinptAeimcstmc~rtromrn ntsumption @om825%b].9P/o inncascd the AL

by 5129 million.

Increaxing the imesUnent realm azvinption from 7.75% Ia 7.95%Acereazcd f6o AL6y 559 million

~ Ikarrogmphicnnd economic ossump6on cAwigcs, including msiuem5thc invcsirt+rnl rcWm ncvumption fren]9S%m'l.SYe ircrcascA the AL

by $ISx miitlpn.
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FGDENA'1'~U CCI'Y EMPI.OYF.F_S' RE1'IIiF.MEN'f SYSTF,M
JUNE 30, 2011 ACTUARIAL VALOATION

APPENDIX A

Table A-1
San JOSe FW era<od Rty Employees• RNiPemegl Spstem

Acm~c Member Datn

Junc 30, 3012 June 30, 2011 %Chan c
Iotul

Count 3,076 3274 (6.6°0)
Average Current ASe 4fl0 45.9 02%
Avuage Service 12.4 II3 0.8%
Mnual Expec~etl Pensionable Earnings $ 225,859,144" $ 228,936,398 (13Y1
Avera eEnpeded Pensionable Earnia $ 73,426 S- 69,97b 5.0%

Tablc A•2
San Jose Redtta[a1 Qty Employees• RN{remmf System

NamActive MemUer Vita

Caunf Avenge Age
June 30, 7Al2 ~mro 30, 2U1t %Change Jwe30, 2012 Jwe30, 2011 ^„{~;~n e

Totel

Retired &D'¢xbleA 3.143 2,979 S.SYo 68.0 67.9 0.1°h

Oe`reficiazics 459 M9 22% 74.0 73.0 l.4%

Payce Toml 3,602 3,428 5.7 % 68.8 68.5 0.4Yo

lnactiacs 967 8L9 ❑.3% 453 45.6 -0.7°h

Saa Jose Federated Ctily Employees' Rettremm{ Sy~tam

NomActivc MmWer Data

Tofal Annual Benefit" Average Mnual benefit*
dune J0, 2012 dune 30, 2011 %Qiange dune30, 2U12 Juve30, 7A11 /Chan c

Totxi

Retired &Uiaxbled $ 132,921,227 $ 12l}66,908 RS% $ .42,292 $ 40,741 3.fl%

[ieneficiaries 9.140,022 8,501.980 7.5°h 1$913 18,935 i2%

Pa}ree TOtal $ Ia2,063,249 S 129,$68,888 9.4% S 39,490. $ 37,885 4.1%

hiacli~cs"• $ 13.40937! $ II.i56,90~ 16.0°/ $ I3.867 S 13299 43%
Benefits pro~•ided in June 30 valuation dam

v0 Tor Inagi~cs, henefil is cnbulntM best on Nye Asps ossumv~~onx and melM1ods outlined in Ap~wnJin A
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RGDIIM'1'BD C3TY EMPLOYEES' RRI'IRL+MHNT SYSTF.DT
JUNE 30,1012 ACTUARIAL VALUATTON

APPENDIX A
MEMBERSHIP INFORMATION

Crror! Not x valid link.
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FEbE[1ATE➢ CITV EMPLOYEES' RGTIHF,MF,NT tiYSl'EM
JUNF, J0, 2012 ACTUARIAL VALUATION

APPENDIX A
ME(vTBEILSHIP INFORMATION
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FRDF.RATCD CI'PY EMPLOYF,F,S' RF.TIRIiM21V'P SYSCEM
AUNL+30, 2012 ACTUARIAL VALUATIOfl

APPENDIX A
MEMBrRSAIP INFORMATION

Table A-7~~

San Jose Federated CiTy Employees'Retlrement System

bistribution of Retirees, Disabled Members,

and Bene~ciarice ae of June 3D, 2012

e Count

Under 50 41

50 to 54 90

55 to 59 551

60 to G4 740

65 to G9 692

70 to 74 513
75 to 79 355

80 fo 84 270
8$ to 89 239

90 and up I I 1

Tota! 3,602

Chart A-1

Count Distribution

8~
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PF.DLRn'PL+U CR'Y EMPIAVL+ES' IiF'1'IRSMEIYT SVSfCM
JUNF. 30, 2012 Af.TUARIAL VALUATION

APPEIVAIX A

MEMBERSHIP INFORMATION

Table A-8

San Jose Federafed City Employees' Retirement System

Distribution of Retirees, Disabled Members,

and Ben of iciaries as of June 30, 2012

Age Annual Benefit

Under 50 $ 966,099

50 to 54 4,786,406

SS to 59 25,t 11,197

60 to 64 34,527,296

65 to 64 - 29,006,479

70 to 74 19,805,331

75 [0 79 11,586,892

80 to 84 8,110,57

85 to 89 5,865,279

90 and up 2,297,751

Tohal $ 142,063,249

Chaff A-2

Bcnetic Disnibudon
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FIiDCRATBD C11'Y EMPLOYF,ES• RETIREMENT SYSTT±M

JIJN630~ 2012 ACTOARIAL VALUATION

APPL~NDIX A
MEMI3ERSHtP INFORMATION

Data Assumptions and Methods

In preparing our data, we relied without audit on information supplied by [he San Jose
DepaRment oP Retirement Services. This information i~ludes, but is not limited to, plan

provisions, employee data, and financial information. Our meliiodology for obtaining the data
used for the valuation is based upon the following assumptions and practices:

• Records on the "Active" data f le are considered [o be Active if they do not Dave a reason for

terminatio~t

• 2ecords on any of the data files are wnsidered to be Inactive if they have a reason for

termination of deferred vested or leave of absencelinaetive.

• 2ecords on the "Retiree" and ̀ Beneficiary/QDRO° Tles are considered in pay status if they

do not have a date of death, are not inactive and have not withdrawn Crom [he plan.

• Service far actives that have no service amount is calculated to be the time from date of hire

to the valuation date..

• Service for inactives That have no service amount is calculated to be the time from date of

hire to date of termination.

• The most recent annual salary for actives is ut to be "earnable incomeY If "eamable

income" was not provided, then the most recent annual salary is calculated to be

"compensation rate 2" multiplied by 26.

• The annual benefit for inaclives is equal ro 2.5% of final compensation per year of service,

up to a maximum of 75% of final compensation. Membere who terminated prior to June 3Q

2061 have their final compensation adjusted for athree-year average rather than a 12-month

ave2ge.

• We assume any member found in last year's "Retiree" file and not in this year's file has

deceased without a Isenefieiary and should be removed from the valuation data.

• We assume all deceased members with payments continuing to a beneficiary have already

been accounted for in the"Retiree° file.
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bF.A&RATED CCfY EMPi.OY¢ES' NN;L'ICtEA1F.NT
JUKE 30, 20U ACTUAtiLiL VALUATION

APPENDII( B
ACTOARfAL ASSOMPTIONS AND METHODS

A. Actuarial Assumptions

1. Investment ReWrn Assumptim~

Assets are assiuned to earn 7.5 % net of inveshnen[.

2. Interest Credited to Member Contributions

3.00°/y compounded annually.

3. Administrative Expcuses

0.70% of payroll is added to the norms[ wst of the system for expected administrative
expenses. -

4. Nyrtum SRBR transfers

035%of the Market Value of Assets is added to the employer normal cost N estimate the
avernge net transfer ro the SRBR.
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GURZA000819



+EUEINTED CITY EMPIAYftES' REfIH¢MBN'P SYSTEM
JUNE 30, 2012 ACTUARIAL VALt1AT10N

APPENDIX R
ACTUARIAL ASSUII~Il'Y'IONS AND MI;THODS

5..Salary Increase Rate

Wage inflation component: 3.25%

In addition, the following merit component is added based on an individual member's
years of service:

Table B-1
Salary Merit Increases

Years of Service Meritl Lon evl

0 4.50%
1 3.50
2 2.50
3 L85
4 1.40
5 1.15
6 0.95
7 0,75
& 0.60
9 0.50
10 0.45
11 0.40
12 0.35
13 030
14 025
l5+ 0.25

6. Family Compasitinn

Percentage martied is shown in the following Table B-2. Male retirees are assumed to be
three years older than their par[neq and female retirees are assumed to be two years
younger than their parfnee

Tabic B-2
Percentage Married

Gender Yercenta e

Males 80%
Females - 60%

-~-FtE1RO1V 3G
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FEDEIN'PED CITY EMPI.OYF.FS' RE'ITRtiM6NT SVSTSM
JUNE 7D, 7A72 ACfUAR1AL VALUATTON

APPENDIX H
ACTUARIAL ASSUMPTIONS AND METHODS

7. Rates of Termination

Sample rates of terminalion are shown in the following Table II-3.

Table B-3
Rates of Termination

5 or more
0 Years of 1-4 Years of - Years of

A e Service Scrvicc Service
20 20% 10.00% 5.50%
2S 20 10.00 530
30 20 9.50 4.55
35 20 720 410
40 20 5.60 3.00
4S 20 4.60 1.85
50 20 4.00 1.75
55 20 A.00 0.00
60 20 4.00 0.00
65 0 O.OQ 0.00

~ Wit6drawaVRnninntion mms da not appy nuce a memhr is eligipie far rciirement

20% of terminating employees are assumed to subsequertly work for a reciprocal
employer and receive 3.Z5°h pay increases per year.

8. Rates of Refund

Sample rates of vested terminated employees electing a refwid of conhibutions are shown
in the following Table B•4.

Table B-4
Rates of Refund

A e Refund
20 40.0%
25 30,0
30 25.0
35 20.0
40 15.0
45 10.0
50 4.0
55 0.0

~~tEIRON 3~
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FCDERATED CITY 1!MPIAYLES` R&TIR&MF,NT SY9'CliM
JUNF. 30¢1112 ACfUARIAI, VALUATION

APPENDIX B
ACTUARIAL ASSOMPT'[ONS AND METHODS

9. 12ates otDisabiliry

Sample disability rates of active participants are provided in Table B-5.

Table B-S
Rates of Disability at Selected Ages

A e Disability

20 0.030%
25 0.033
30 0.056
35 0.098
40 0.162
45 0232
50 0302
55 0.376
60 0.455
65 0.504
70 0-000

50% of disabilities are assumed to be duty related, and 50% arc assumed to be non-duty.
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FEDCRATS➢ CP3'V EOSPLOVEF.S' RF,TIRF.MF.NT SYtiTF,M
dUNli 30, 2011 ACTUARIAL VALUATION

APPENDIX B
ACTUARIAL ASSUMPTIONS AND METIiODS

10. Rates of Mortality for Hcalthy Lives

Mortality rates for actives, [etirees, beneficiaries, terminated vested and ruiprocalrare

based on the male and female RP-2000 combined employee and annuitant tables. To
reflect mortality improvements since the date of the table and to project future mortality

improvements, the tables are projected to 2015 using scale AA and setback two years.
Tlie resulting raFes are used for all age cohorts.

Table B-6
Rates of Morfality For Active and Retired

Aeaithy Lives at Selected Ages

e Matc Female

20 0.0237°/a O.O1S2%
25 0.0297 OAt55
30 0.0365 0.0196

35 0.0585 0.0344
40 0,0881 0,0484

45 0.1100- 0.0747
50 0.1460 0.1092

55 02154 0.1841
60 - OA140 03639

65 0.8104 0.7094

70 1.4464 L2471

75 2.4223 2.0673
80 43469 33835
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NEllERATED CITY EMPIAVEFS' RCI'IREMLM' SYS'1'Y.M
7UNF, 30, 2012 ALTl1AR1AL \'ALUA1'ION

APPENDIX B
ACTUARIAL ASSUMPTIONS AND MCTHODS

11. Rates of Mortality for Retired Disabled Lives

Mortality rates Far disabled retirees are based on [he CALPERS ordinary disability

mortnlity tables from their 2000-04 study for miscellaneous employees.

Table B-7
Rates of Mortality for Disable) Lives at Selected

Ages

A e Male Female

20 0.664% 0.478%
25 0.719 0.492

3P 0.790 6.Si2
35 0.984 0.548
40 1.666 0.674

45 1.646 0.985
50 1.632 1.245.
55 1.936 1.580
b0 .2293 1.628
65 3.174 1.969
70 3.870 3AI9

75 6.001 3915

80 8.388 5.555
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FSU6RATED CITY EMP7.OVF,ES• R¢'fIRG046N'1' SYSTEM
JE1NF. 30, 2012 AC.TIIARIAL YALUKCION

APPENDIX B
ACTOARTALASSUMPfIONS AND METHODS

12. Rates of Retirement

Rates of retirement for Tier 1 members are based on age according to Ibe following Table
d-8—Tier L

A e

Ta61e 13-8 — TIer 1
Rotes of Retirement by Age and Service

Less than 30 Years of 30 or more Years of
Service Service

50 0.6% 60.0%
51 OA 60.0
52 0.0 60.0
53 0.0 60.0
54 0.0 60.0
55 17S SOA
56 8.5 50.0
57 8S 50.0
58 85 50.0
59 9.5 50,0
GO 9S 50.0
61 16A SOA
62 16.0 50.0
63 16A 50.0
64 16A 50.0
65 25.0 G0.0
66 25.0 60A
67 25A fi0,0
GS 25.0 60.0
69 25A - 60.0

70 &over 100.0 100.0
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XEUBHKl'ED CITY E~1PI.QYEES' RL1lREMEN'C SYSTEM
SUNE30, 2012 ACTUNUAL VALUATWN

APPENDIX B
ACTUARIAL ASS[JA7PTIONS AND METHODS

Rates of retirement for Tier 2 members sre based on age according to the following Tab(e
B-8 -Tier 2.

A e

Table B•8 -Tier 2
Rates of Retirement by Age and Service

Less than 32.5 Yeurs 32.5 or more Years
at Service of Service

55 4.0% 7.0%
56 3A 6.0
57 3.0 6.0
58 3.0 6.0
59 5.0 10.0
60 7.5 I5.0
61 1D.0 25.0
62 10.0 25.0
63 10,0 75.0
64 1 b.0 25.0
65 40.0 70.0
66 25A 50.0
67 25.0 50.0
68 25.0 50.0 -
69 25.0 50.0

70 &over 100.0 100.0

13. Deferred Member Benefit

The benefit wes estimated based on informa6mi provided by [he Department of
Retirement Services. The data used to value Uie estimated deferred benefit were credited
service, date of termination, and lazt pay rate. Based on the data provided, highest
average salary was estimated.

14.Other

The contribution requirements end benefit values of a plan are calculated by applying
acNarial assumptions to [he benefit provisions and member infomia[ion, using the
actuarial funding methods described in the following section.
AeNal experience of Feduated will not coincide exactly with assumed experiences,
regardless of the choice of the assumptions, [he skill of the actuary or the precision of the
many calculations made. Geeh valuation provides a wmplete recalculation of assumed
future experience and takes into account ellpast differences between assumed and actual
experience. The result is a continual series of adjushnents to the computed contribution
rate. From time to Gmo it becomes appropriate to modify one or more of die
assumptions, [o reflect experience Vends, but not random year-to-year fluctuations.
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APPENDIX B

ACTUARIAL AS50MPTIONSAND METHODS

15. Changes Since Last Valuation

I~ .~
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FEDERA9'lD Cll'V EMYIAYF.RS' RETIREMENT SYSTEM
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APPENDIX R

AC 1'[JARIAL ASSUMPTIONS AND METH011S

B. Actuarial Mcthods

L Aptoariai Funding Method

The Entry Age Normal acNarial funding method was used for active employees, whereby
the normal cost is computed as [he level annual percentage of pay eequired to fund the
retirement benefits between each member's date of hire and assumed retirement. The
acWarial liability is the difference between the present value of future benefits and Uie
present value of future normal costs and represents the tazget amount of assets the System
should have as of the valuation date to fund the benefits as a Icvel percentage of payroll.

2. Asset Valuation Method

For the purpose of determining the Employer's contribulion, an actuazial value of assets
is used. The asset smoothing method dampens the volatility in asset values that occur
because of fluctuations in market conditions, resulting in a .smoother pnitern of

contribution rates.

TNe actuarial value of assets is calculated by recognizing 20% of the difference in each of
the prior four years of actual investment retains compared W the expected return on the
market value of nsseis.

3. Amortization Metlwd

The unfmided actuarial liability is the differencebetween the actuarial liability and the

actuarial value of assets. The unfunded actuarial liability as of June 3Q 2009 is
amoRized as a level percentage oT Tier ]and Tier 2 pay over a closed 30-year period
commencing June 30, 2009. Actuarial gains and losses, assumption ehanges, and plan

changes are amoelized as a level percentage of Tier 1 and Tier 2 pay over 20-year periods

beginning with the valuation date in which they first arise. To remain a level percentage
of expected future payroll, each annual amortization payment increases by the payroll

growth assumption of 325°/a.

4. Supplemental Retiree Benefit Reserve (SRBR)

Beginning with last year's valuation, the SRIIR balance is added to the actuarial liability
and the assets are included in the acWarial value of assets. In prior valuations, the SRBR
balance was excluded from both the actuarial liability and the actuarial vzlue of assets.

5. Contributions

At its November 2070 meeting, the Board adopted apolicy setting the CiTy's contribution
to be the greater of the dollar amount reported in the acaarial valuation (adjusted for
interest based on the time of the conlribu[iou) and the-dollar amount determined by
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APPENDIX B
ACTUARIALASSUMPTIONS AND METHODS

applying the percent of payroll reported in the actuarial valuation to the actual payroll for
the fiscal year. The City and Member conVibutions determined by a valuation become
effective for the fiscal year wmmencing one year after the veluaUOn date.
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APPENDIX C

SUMMARY OF PLAN PROVISIONS
TtEli l

1. Membership Requirement

Participation in the Plan is immediate upon the first day of full-time employment for
members Hired before September 30, 2012.

2. Final Compensation

Members who senareted from ciN service prior to June 30.2001

The hi~*hest average annual compensation earnable during any period of three consecutive
years.

Members who separated from city service on or after June 30.2001

The Uighest average annual compensationearnable during any period of twel ve consecutive
months.

3. Credited Service

One year of service credit is given for 1,739 or more hours of Federated city service rendered
in any calendar yeaz. A partial year (fraction with the numerator equal to the hours worked,
and the denomi~alor egnalto 1,739) is given for each calendar yeai with less than 1,739
hours worked.

4. Member Contributions

Member

The amount needed to fund 3/11 of benefiLS accruing for the current year. These
contributions are credited with interest at 3.0%per year, compounded annually.

Emniover

The Employer contributes the remaining amounts necessary to maintain the soundness of the
Retirement System.

S. Service Retirement

F.IieibiliN

Age 55 with five years of service, or any age with 30 years of service.

Benefit ~ Member

2.5%of Pinal Compensation for each year of credited service, subject to n maximum of 75%
oFFinal Compensation.
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APPENDIX C
SUMMARY OF PLAN PROVISIONS

TIER 1

BeneFt - Survivor

50°/u ofthe service mtiiement benefit paid to a qualified survivor.

G. Sen~ice-Connected Disability Retirement

FIi ibil[

No age or service requirement.

Benefit •Member

2.5% of Final Compensation for each year of credited service, subject to a minimum of 40°i6
and a marzim~m of 75% of Pinal Compensation. Workers' Compensation benefits are
generally offs from the service-connected benefits under this system.

Benefit - Survivor -

50%of the disability retirement benefit paid to a qualified survivor

7. Non-Service Connected Disability Retirement

Eli lbili

Five years of service.

i3enefit - Member

Members who were hired prior [o Septerxber 1,:1998:
The amount of the service-connected beneffi reduced by D.5% for each year Chat the
disability age preceded 55.

Members who were hired on or oiler September /, 1998:
20% of Final Compensation, plus 2% of Final Compensation for each year of credited
service beriveen six and 16 years, plus 2.5% of Final Compensation for each year of credited
service in excess of I6 years, subj~L to a ma~cimum of 75%of Final Compensation.

Benefit -Survivor

50%of the disability retirement benefit paid to a qualified survivor
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APPENDIX C
SUMMARY OF PLAN PROVISIONS

TILR 1

8. Death While an Activc employee

Less than Sve Years of Service, or No Qualified Survivor

Lump sum benefit equal to the accumulaeed refund of all employee contributions with
interest, plus one month of salary for each year of service, up to a maximum of s~z years.

Five or more Years oYService

2.5% of Final Compensation for each year of credited service, subject to e minimum of 40%
and e maximum of ?5% of Final Compensation. The benefit is payable until the spouse or
registered domestic partner marries or establishes a domestic parmers6ip. If the member was
age 55 with 20 years of service at death, fhe benefit is payable for the lifetime of the
member's spouse ar registered domestic partner.

A Withdrawal Bene~b

Less than five Years oFServicc

Lump sum benefit equal to [he accumulated employee convibu[ions with interesk

Five or more vexrs of credited service

The amount of the service retirement benefit, payable a[ age 55.

S0. Additional Post-retirement Death Benefit

A death benefit payable as a lump sum equal to $500 will be paid [o a qual~ed survivor
upon the member's death.

13. Post-retirement Cost-ot-Living.Benefit

Benefits are increased every April f by 3.0%, regardless of actual inflation.

12. Supplemental Retiree Benefit Reserve (SRBR)

Esch year, 10% oC Bxcess Earnings, if any, are Gansferred to the SRBR, and the SRBR
balance is credited with interest equal to the actual rate of return up ro the actuarially
assumed investment return, but not less than $0. The interest credited to tJie SELBR balanr,.e is

_ distributed to retirees and beneficiaries along with any balance (before interest crediting) in
excess of the minimum balance established by the Board ($7,000 per retireePoeneficiary).
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APPENDIX C
SUMMARY OF PLAN PROVISIONS

TIL+A 2

i. MemUership Requirement

Any person who is hired, rehired or reinstated by the CiTy on or alter September 3Q 2012.

2. Final Compensation

The average annual wmpensation earnable during the highest Nvee consecutive years of
service. Final wmpensaiion only includes base pay, excluding premium pay and any other
additional compensation.

3. Credited Service ..

One year of service credit is given for 2,080 or more hours of Federated ciTy service rendered
in any calendar year, A partial year (fraction with the numerator equal to the hours worked,
and [he denominator equal to 2,080) is given Tor each ca3endar year with less [han2,080
hours worked.

4. Member Contributions

50% of total Tier 2 conhibutions to the pension plan, including, but not limited to
administrative expenses, normal cost and unfunded actuarial liability. ,

5. Unreduced Service Retirement

Elieibility

Age 65 with five years of service.

Benefit— Member

2.0°iG of Pinal Compensation for each year of credited. service, subject W a maximum of 65
of Final Compensation.

Henefit -Survivor

Single life annuity.
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APPENDIX C
SUMMARY OF PLAN PROVISIONS

TIER 2

6. Early Service Retirement

ElieibiliEv

Age SS with five years of service.

Benefit— Member

Reduced benefit actuarially equivalent to Che unreduced service mtirement benefit
commencing at age 65, The early rctiremem reduclion is applied to the benefit after [he
application of the maximum of 6S% of final compensation,

7. Service-Connected Disability Retirement

Elieibiliry

No age or service requirement,

Benefit -Member

Monthly benefit equivalent to SO% of Final Compensation Tess the amounts specified in
Section 3.28.1330 and Section 3.28.1340.

8. Non-Service Connected Disability Retirement

Elieibiliro

Five yeare of service.

Benefit -Member

2.0°k of Pinal Gompensatlon for each year of credited service, subject to a minimum of 20%
of Finat Compensation and a maximum of 50% of Final Compensation less the amounts
specified in Section 3.28.1330 and Section 328.1340.

9. Death Before Retirement

If death occurs before retirement clieibiiity is rexcl~ed

Lump sum benefit equal to the acwmulated refund of all employee contributions with
interest,

If death occurs after retirement eligibility is reached

Benefit equivalent to what the employee would have received if retired at the time of death.
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APPENDIX C

SUMMARY OF PLAN PROVISIONS

TIER 2

Emolovees killed in the line of duty

Monthly benefit equivalent to 50 % of Final Compensation.

10. Withdrawal Benefits

Less than five Years of Service

Lump sum benefit equal to the accumulated employee wntribu[ions with interest.

Ntive or more vcarsoPeredited service

The amount of Nie service retirement benefit, actuarially reduced for early retirement, and

payable when retirement eligibility is reached.

Il. Benefit Forms

Annuity benefits are paid in Hie form of a life annuity or an netuarially equivalent annuity
with 50%, 75%or 100%continuance to a surviwr.

12. PosFretirement Cos4o6Living Benefit

$enefils aro increased every April 1 by the change in the December CPI-U for Sen Lose-San

Frpnciseo-OaWand, subject to a cap of 1,5%. The first COLA aRer retirement shall be

prorated based on the number of months retired.

Note: The summary of major plan provisions is dccigned to outline principal plan

benefits. If the Department of Retirement Services should find the plamsummary not in

accordance with the actual provisions, the actuary should immediately be alerted so the

proper provisions are valued.
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APPCNllIR D

GLOSSARY OF TERMS

1. Aefuarial Liability

The Actuarial Liability is [he difference between the present value of sll future system
benefts and fhe present vaWe of total future normal vests. This is also referred to by some
actuaries as the "accrued liability" or "acNerial accrued liability.°

2. Actuarial Assumptions

Estimates of future experience with respect fo rates of mortality, disability, turnover,
refirement rete or rates of investment income end salary increases. Demogrnphie
assumptions (rates of mortality, disability, turnover and retirement) are generally based on
past experience, often modified for projected changes in wnditions. Economic assumptions
(salary increases and inveshnent income) consist of an underlying ante in an inflation-free
environment plus a provision for along-term average rate of inflation.

3. Accrued Service

Service credited under the System which was rendered before the date of the actuarial
valuation.

4. Actuarial-Lryubalent

A single amount or series of amounts of equal actuarial value [o another single amount or
series of amounts, computed on the basis of appmpriete actuarial assumptions.

5. Actuarial Funding Method

A mathematical budgeting procedure for allocating the dollar amo~n[ of the actuarial present
value of a retirement system benefit between future normal cost and actuarial accrued
liability. Sometimes refeacd to as Uie "actuarial funding method."

6. Actuarial Gain (Loss)

The difference between actual experience and actuarial assumption anticipated experience
during the period between two actuarial valuation dates.

7. Actuarial Present Value

The amount of funds currently required to provide a payment or series of paymcu4s in [he
future. It is determined by discounfing future payments at predetermined rates of interest,
and by probabilities of payment.
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8. Amortization

Paying off an inleresPdiscounted amount with periodic payments of interest and principal—
asopposed to paying off with a Iump-sum payment

9. Annuat Required Contribufion (ARC) under GASB 25

The Governmental Accqunting Standards Board (GASB) Statement No. 25 defines [he Plan
SponsoNS "Annual- Required Contribution" (ARC) that must be disclosed annually. The
System Employercomputed contribution rate for FYE 2014 meets the parame[crs of GASB
25.

10. Normal Cost

The actuarial present value of retirement system benefits allocated to the current year by the
ac[uarialfunding method. -

1 L Bet bacWSet forwarA

Set hack is a period of yeah that a standard published Uble (i.e., mortality) is referenced
backwards in age. For instance, if the set backperiod is two years and the participant's age is
cuaertly 4Q fl~en the table value for age 38 is used from [he standard published table. It is
the opposite for set forwazd. A system would use set backs or set forwards to compensate far
mortality experience in their work force.

12. Unfunded Actuarial LiabiliTy (UAL)

The unfunded acNnrial liability represents the difference between actuarial liability and
valuation assets. This value is sometimes referred ro es "unfunded actuarial accrued
liability.,,

Most retirement systems have unfunded actuarial liabilities. They typically arise each time
new benefits are added and each time experience losses are realizeA.

The existence of unfunded actuarial accmed liability is not in itself an indicator of poor
funding, Also, unfunded acWarial liabilities do not represent a deb[ tlia[ is. payable today.
What is important is the ability of the plan sponsor to amortize the unfunded acNarial
liability and the trend in its amount (afrer due allowance for devaluation of the dollar).
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Classic Values, Innovative Advice

LBTTHR OF TRANSMITTAL

December 21, 2012

board of Administration
Giry o£ San Jose Police and Fire Department Retirement Plan

1737 North 1°' Street, Snite 580
San Jose, California 95I 12

Dear Manbers of the Board:

The purpose of this repoR is to present the June 30, 2012 actuarial valuation of the City of

San Jose Police and Pire Department Retirement Plan (`Klan"). This report is for the use of

the Board of Administration and its audirors in prepaying financial reports in accordance with

applicable laws and accoanling requirements.

On June 5, 2012, voters approved Measure B which would make a number of changes to the

Plan. We understand that most of the changes will not he implemented until a court rules on

their legality, aitd Co date, no implementing ordinances have been adopted by the Ciry.

Consequently, the provisions of Measure D are not rellec[ed in this valuation.

The key results of the valuation are shown in the table below.

Summary of Key Valuation ResWis

Vnlua[ton Uate 6/30/2012 6/30(20(1

Discount Rate 7.25% 7.50%

Actuarial Liability (AL) $ 3,h303 $ 3,196.0

Actuarial Value ofASSeis (AVA) $ 2,703.5 $ 2,685.7

Unfunded Actuarial Liability (UAL) $ 726.8 $ 5103
AVA Funded Ratio 78.8% 84.~~

Market Value of Assets (MVA) $ 2,5789 $ 2,627.7

MVA Funded Ratio 75.2% 82.z~

Fiscal Year Endin 6/30/2034 6/30/1013

Aggregate Contribution Rates
Member
Normal Cost Rate ~ ~~6°~ ~ ~ ~0~
UAI, Rate 0.1 % 0.1%

Total Member Rate ~19~ 1~2~a

City
Normal Cost Rate 34.7% 33.4%

UAL Rafe 35.8% 243°~

Total City Rate 70.5% 57.7°l

Gxpecred Payroll $ 188.0 $ 1909

City Contribution Amounts
Beginning of Year $ 128.0 $ 106.1

Middle o(Year $ 132.6 $ il0.i

Doliw' amounk m millions

1>S~Tysons Bouleva~d,5Nte 1100.hkte~n,VA 2]101 Tel: ]03R93.195G Fax >03.893.2006 w~(7/~{~I~kaQQ$QQ



Qoard of Retirement
December 2l, 2012
Page ii

The City contribution rates and amounts shown above ere before adjusting for the offset due

to the charge to the SRBR. This charge reeluces the City's contribuUOn rate 1'or Fiscal Year

Ending (FY8) in 2013 by 0.46% and approximately $0.8 million as of the beginninb of the

fiscal year, and reduces the City's contribution rate For FYE 2014 by 0.82°/a and

approximately $L$ million as of the beginning of the fiscal yeas

At its December 2012 meeting, the Board reduced its investment return assumption Rom the

7.50% that was used in the prior valuation to 7.25%. The redaction inthe assumption

increased the measure of actuarial liability by approxima[cly $I08 million and the normal

cost rate by approximately 2.5% of payroll. More details on the impact of this change and

the experience during the year are found in she remainder of the report.

In preparing our report, we relied on information (some oral and some written) supplied by

the City of San Ios~ Department of Retirement Services: This information includes, but is not

limited tq the plan provisions, einpioyee data, and financial information. We performed an

inforrnal examination of the obvious c6aracteristies of the data forreasonableness and

consistency in accordance with Actuaria3 Standard of Practice H23.

We hereby certify that, [o [he best of our knowledge, this 'report and iu contents have 6cen

prepared in accordance wiNi generally recognized and accepted actuarial principles and

practices wl~ieh are consistent with the Code of Professional Conduct and applicable

Actuarial Standards of Prnctice se[ out by the AcNarial Standards [3oard. Furthermore, as
credentialed ae[unries, we meet the Qualification Standards of the American Academy of

Actuaries to render the opinion conrni~ed in this report This report does not address any

conteactual or legal issues. We are nor attorneys and our firm does not provide any legal

services or advice. -

This actuarial valuafion report was prepared for the Qoard of Administration for the purposes

described herein and for the use by the plan auditor in completing an audit related 4o the

matters herein, This acWarialvaluation reportis not intended to benefit any third party, end

Cheiron assumes no duTy of liability to any such party.

Sincerely,
Cheiron

Ge alwarski, FSA, FCA, EA, MAAA William R. Hallmark, ASA, FCA, BA, MAAA
Principal Consulting AeNary Consulting Actuary
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Cfl'Y OF SAN JOSE, POLICE AND PIRI± DEPAR'CMENT RTiTIREMLNT PLAN
.IUIVE 3U, 2012 ACTOARIAL VALUATION

SECTIONI

BOARD SUMMARY

The primary purpose of this acNarial valuation is to report, as of the valuation date, on the

following:

• The financial condition of [he City of San Josd Police and Fire Depattmcnt Retirement

Plan;
Past and expected trends in the financial condition of the Plan,

• The Members' and City's contribution races foctlie Piscal Year Ending June 3Q 2014,

and
• Information required by [he Governmental Accounting Standards E3oard (GASd).

The principal valuation results are summarized in this section, including a brief description of the

basis upon which the contributions were determined and an ext~mination of the current financial

condition of the Pian. In addition, the key historical trends and projected financial outlook for

the Plan ere reviewed.

A. Valuation Basis

Member contribution rates nre set equal to the sum of:

A portion (3/I I~') oTthe Entry Age Normal Cost Ra[e(excluding reciprocity),

• A Historical space of Che assumed administrative expenses, and

• A portion of the UAL Rate attributable to ceRain benefit improvementr.

The Plan's Funding policy sets the City's contribution rates equal [v the sum of:

• A portion (8/t l~h) of the Entry Age Normal Cosl Rate (excluding reciprocity),

• The ReciprociTy-Rate which is the prefunding of the liability for reciprocal benefits with

certain other California public pension plans,

• A hiswrical share of the assumed administrative expenses,

• The assumed annual cost of the SRRR, and

'fhe remaining portion of the UAL Rale.

IIeginning with the June 30, 2011 valuation, any changes in methods or assumptions are

amortized aver a closed 20-year period, and all othek portions of the UAL are amortized over

a closed 16-year period firm [he valuntion in which they are first recognized.
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CITY Oi SAN JOSS POLICE AND FIRF. DCPARTML+NT RET7RF,MGNT PLAN
.IUNG 70, 20]1 ACTOARIAL V ALUACION

SECTION 7
BOARll SUMMARY

B. Curre~rt Financial Condition

On the following pages, use summarize the key results of the June 30, 2D12 valuation and.
how they compare to Che results from the Ju~~e 3Q 201 I valuation.

1. Membership:

As shown in Table I-1 below, total membership declined 0.G% from 2011 to 2012.
Terminated vested membership decreased by 27.2% due to the large number of
terminations that Uappened just before ffie June 3Q 201 I valuation and who subsequently
took a refund of contributions. There was also a small reduction ~n total payroll caused
by a decrease in both the number of overall active members and average pay per member.

Item

Table T-1

Total Membcrsi~ip

June 30 2012 June 30, 2011 %Chan c

Active Members
Police - 7,076 I,I22 .4.t%
Fire 642 613 4J%
Total Active Members 1;718 1,735 -1.0%

Terminated Vesteds 16G 228 -27.2%
Service Retirees 561 824 4.5%
Disabled Retirees 829 812 2.1%
Beneficiaries 252 249 1.2%
Total Members 3,826 3,845 -0.6%

Active Member Payroll
Police $ 116.5 $ 121.7 -43%
Fire 71.5 69.0 3.6%
Total Payroll $ 188.0 $ .190.7 -l.5%

Average Pay per Active Member
Police $ 108,228 $ 108,499 -0.2%
Fire $ 111,378 $ 112,546 -I.0%
Total Average Pay $ 109,405 $ 109,929 -0.5%

Togl payroll zmounts in millions

2. Assets and Liabilities

Table I-2 on the following page compares the assets, liabilities, UAL, and funding ratios
between June 30, 2012 and June 30, 2011. The key results shov✓n in Tabie I-2 indicate
that [he total actuarial liability increased by 73% and the market value of assets

-~-HEIRON 
GURZA000843
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SECT10Nt
BOARD SUMMARY

decreased by 1.9%, The. Pian employs an asset smoothing method which dampens

investment market volatility. For this year the smoothed value of asse4s (called the

ncmarial value of assets) incmased by 0.7%. The ratio of the actuarial value of assets to

[he market value of assets increased from 102% to IOS%, indicating thel the deferred

losses ere greater Ulan the deferted gains. Finally, due to [he inveriment loss and Che

reduction of die investment re[m~n assumption from 7.5%to 725%, the overall funding

deficit (actuarial value of assets less actuarial liability) increased from $S 103 million ro

$726.8 million, resulting in a decrease in the funding ratio ftmn 84.0% [0 78.8%. Based

on the market value of assets, the funding ratio decreased from 82.2%to 75.2%.

Item

'Fable l-2
Assefs and Liabilities

June 36, 2012 June 30 2011 %Chan c

Actuarial LiabititY
~Actives g 1,087.5 $ (,022.0 6.4%

Terminated Vesteds 28.5 26.7 6.9%

Service Retirees 1,319.3 1,210.1 9.0%

Disabled Retirees 865.5 812.6 6,5%
Beneficiaries 96.9 91.3 6.t%

SRIIR Balance 32.5 33.4 -2.7%

Total Actuarial Liability $ 3,4303 $ 3,(96.0 73%

Market Value of Assets S 2,578.9 $ 2,627.7 -1.9%

Actuarial Value of Assets $ 2,703.5 $ 2,685.7 0.7%

Unfunded Acniarial Liability $ 726.8 $ 57 0.3 42.4%

Funding Ratio- Market Value 75.2% 82.2% -8:6%

Pundin Ratio -Actuarial Value 78.8% 84.0% -62%
Amnnnts in millions

3. Contributions:

Table I-3 shows sources for the change in the City contribution rate. from [he rate that was

calculated in [he priorxeport and the rate [hat was expected to be calcWa[ed iu this report.
The plan experience slightly reduced the Ciry's contribution compared to what had Ueen
expected based on the prior valuation, bad the change in the investment return assumption

increased the contribution by l0 million dollars.
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SECTION t
BOARA SUMMATtY

Table I-3
Reconciliation of Changes in ContriUution Rafes and Amounts

City City City
Member Normal UAL Totxl Yrojcetcd
Ratc Cost Rgte Rate Payroll

BOY City
Contrl~ution
Amount

I. FYE 2013 Contribution 11.2% 33.41 243% 57.7% $ I90.7 $ 106.1

2. Expected FYE 2014
Contribution - 312% 33.7% 30.6% 643% $ 1909 $ 1181

1. Changes Due to Plan 8xperience

a. Investment experience 0.0°/a O.Q% 2.8% 2.8°/ $ 190.7 $ 5,1

6. SRBR 0.0% -03% -0A^/o -0.6% $.190.7 $ Q2)

c. ~emagraphic experience -0.2% -0.4% -I.5% -1.9% $ 190.7 S {3.6)

d. Payroll Change 0.0°/a. 0.0% A.5% 0.5°/ $ 188.0 $ (0.9)

e. Assumption Change 0.7% 1.8% 3.8% S.b% $ 188.0 $ 10.3

L Subtotal Q.5% 1.1°h 5.2% 63% $ 188.0 $ 9.8

', G. FYE 2014 Coniri6ution I1,7% 34.7% 35.8% 70.5% S 188.0 $ 128.0

uouar amwnu m rzuumns

The eontribution rates and amounts shown above are prior to adjustment for the offset in City
contribution rates a~ amounts due [o the charge to the SRRR. This charge applies whenever Ute

City's contribution rate increases due to poor investment performance, and it reduces the City's
contribution rate for FYE 2013 by 0.4G%a and approximately X0.8 million, and reduces [he City's

contribution rate for PY8 2014 by 0.82% and approximately $I.5 million. In Section iV of this

report, we provide more detail on the development of this contribution rate.
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JU~C 30, 2012 ACTUARIAL VALUATION

SCCTION I

BOARTI SUMMARY

C.His[orical Trends

Uespile Gte fact [hat most of [he attention given to the valuation is with respect to [he most

recently computed unfunded actuarial liability, funding ratio, and contribution rates, it is

important to remember that each valuation is merely a snapshot of [he long-term progress of

a pension fund. It is more important to judge a current year's valuation result relative to

historical trends, as well as trends expected into the Yuture.

The chart below shows the historical trends for assets (both mai$et and smoothed) versus the

acNarial liability, and also shows [he progress of the funding ratios since 2001. From 2001 to

2012, {wiUi the execptions of 2007 and 2071), the funding redo has declined primarily

because the plan bas experienced lower than expected investment returns and has reduced its

assumption of fuNre investment returns.

Assets and Liabilities 2001-2012

Assets and Liabilities

115% 100% 98"/0 100"/0 87% 80% 84"/0 74%

?~rc~ACtuarial Liability ~-7-'+lssetsSmoothed Value

w
- —"—Assets - Market Value

—~~~•:

$2

$1

2001 2002 2003 2D04 2005 2006 2007 2008 2009 2010 2611 2012

Starting in 207 7 the assets for health w++re not Goun[ed rn the hHlkef Value of Assets.

Fandad Ratio

UAV(Surplus)

2001 2003 2005 2007 2009 2010 2011 2UI2

114.8°h 100.2% 97.81 94.7% 8G7% 79.8% 8a.0/ 78.8%

S (221.1 3 (3.I S 443 S 6.6 $ 393.9 $ 653.H $ 510.3 $ 126.8
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SECTION I

BOARD SUMMARY

The chat below shows the historical trends for the Pinds contribution rates since the Cisca(
Year Ending Lune 30, 2003. All information shown prior to [he Fiscal Year Ending June 30,
2013 was calculated by the prior actuary.
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Em la per and Member Contribution Rstcs for FYC 2003 - 2014
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The key information in this chart is the increase in the employer contribution rate since PYE

2014 This increase is largely due [o the poor investment earnings during 2008 and 2009, but
lower discounk rates were also adopted ef'f~ctive for contribution rates in PYE 2012, 2013,

and 2014.

'Phe chart on the following page represenzs the pa[tem of the Plan's actuarial gains and
losses, broken into the investment and liability components. The chat does not include any

changes in the Plan's assets and liabilities aUributable to changes to methods, procedures or

assumptions.
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SJPF liisfurical Gain!(Lass) 2005-2012

Actuarial Gains and (Losses)

--$400 ---- ~-o
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~
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~ $300
~`_NetExperience G/(L) ~..::~,.,

$200 •_..__ ._ —.. . F
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- —.—$104 ;~ : , a: i€

($100) —_-_ _ ~~
"`n~ ~`t~__ ~',~

2005 200G 2007 2008 "209 QYO 2Q11 ;~'~<12
........_

(5200) _ -.._~ _ _ ._...

(8300) —Pfau Year Ending -

"The key insights fi~om this chart are:

• Investment losses (gold bars) in 2005 ece parti¢IIy onset by investntient gains from 2006

and 2007. Froin 2008 to 2012, there were additional invesUnent losses. Since the

actuarial value of assets only recognizes a portion of the recent market bsses, uddilional

investment losses on the acNarial value of assets are expected next year.

• On the liability side, five of khe six valuations showed actuarial gains with 2009as We

only exception. The actuarial gain in 20t2 is primarily due to a combination of salary

and termination experience offset somewhat by retirement experience.
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BOARD SUMMARY

D. Projected Financial Trends

The analysis of prof ected financial trends is an important part of this valuation. In this
Section, projections of the Lune 3Q 2012 valuation results are used to i1lusVate the future
outlook for the Plan in terms of benefit security (assets compared to liabilities) and Uie
expected progression oFconhi6utions.

in the charts that follow,~wc project asseU and liabilities, the pay down of UAL, and City
conhibutions on two different bases:

I) Assuming no gains or losses compared to the assumption (i.e., 725 % return for 2012•l3
and each and every year that follows along witlt [he assumed transfer [o the SRBR in
each year), xnd

2) Assuming returns shown in the table below. These urc rates of rewrn that vary each year
but over the projeclipn period equal on average the assumed 7.25% return. We do [his in
order to illustrate the impact of volatility because the Plan's returns will never be Ievel
each and every year.

FYE 2Q13 2414 2015 201b 2017 ~ 2019 2020 202 2022
Rctutn 20.0"/0 8.0% 3.0% 20.0% -a.0% 18.0% 13.0% 9.0% -7.0% 16.9%

FYC 2033 2024 2425 2026 2627 ~ 2029 2~ 2031. 2032
ReNrn 9.0% -8.0% 8.0% 13.0% 16.0% -R.0% -16.U'% 30.0% 25.0% -1.0'%

Please note that the investment returns shown Above were selected solely to illustrate
the impact of investment volatility on the pattern of fundedstatus and City contribution
rates and amounts. They are not intended to be predictive of actual future contribution
rates or funded status or even ro represent a realistic pattern of investment returns.
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BOARD SUMMARY

Projection Set 1: Assets and Liabilities

'fhe chart-below shows asset measures (green and orange Tines) compared to [lie actuarial

liability (gray bars). At [he lop of cacti chart is the progression of funding ratios. The key insight

from [his chart is the steady projected improvement in funded ratios in the fret than, and how

varying inves[mcnt returns wn impact the progression of funding ratios. In addition, even

though the varying returns produce the same-average reNm, the funded status at the end of the

projection is only 90%compared to !00%with the 7.25%return each year.

Chart 1• ProiecHon of Assets and Liabilities. 7.25% return each Vear

~ $9,000
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s~,00a
56,000

$5,000
$4,000

$3,000

$2,000
$i,000

$0
2012 2014 2016 20t8 2020 2022 2624 2026 2028 2030 2032

Chart 2• Proicction of Assets and Liabilities varvino returns averae~ne 7.25"/0 over time

o $Y,000

$5,000
~ $7,000

$b,000

$5,000
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$2,000
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SECTION I
BOARD SUM~9AItY

Projection Set 2: Projected employer Contribution Rate

The chart below shows projected member contribution rates (teal bars) and City contribution
i~atcs (gold bars) compared [o the similar projection based on the 2011 valuation (red line). City
contribution rates are expected to increase over the next seveia! years as t1~e 2008-09 and 20t l-
12 investment losses ace fully recognized. 11ie increase in rates compared [o the 201 I valua[ioii
are primarily due m the changC in the discount rate and the investment losses far 2011-12. The
significant decrease in contribution rates and amounts in 2027 and 2028 is due to ttte completion
of the amortization of the actuarial losses and assumption changes recognized in the 2009 and
201p actuarial valuations.

Chart l: 7.25%return each ear— ercenta cot a

700% -~ Member Rate e£:~"~~..Empioyer Con[ribuHOn Rete --2011 Prodection

80 /O ~ A58519/d 1 : Y"'°u ~L91dT ~~. ' ~
S r ti

60% l5✓ ~, y— Rv .-56 ~9~

i~: ldY 
49i 

~d 5^9S ~Y.

'c

Z~~ ~~x~n n 
<~~:vw x~n ~h .t n~n~,a nYn~n v. ,t~n

2013 2015 2017 2019 2021 2023 2025 2027 2029 2031 2033

Chart 2: 7Z5 % return each ear — dollar contribution amounts

e $300 
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$50 ~—~—~„ ? e E ,.
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18sca1 Yexr Ending

In the graph above, the City dollar con6~ibution amount for PYE 2013 is [hc actual Ci(y
contribution made in July, 2012, adjusted to the middle oFthe fiscal year with interest
plus Uie actual amount credited back to the general reserve from the SABR.
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Chart 3: va in returns avers in 7.25%overtime– ercenta eof a
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Chart 4: va in returns xvera in 7.25 %over time — dollar contribuii n amounts
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Charts 3 and 4 illustrate the effect of varying investment returns on the projected
conhibution rates and amounts. The asset smoothing and amoHization methods smooth
much of the volatility, but significant contribution volatility remains.
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SECTION II
ASSETS

The Plan uses and discbses two different asset measurements wLich ere presented in this section
of [he report: market value and actuarial value of assets. The market value represents, as of the
valuation date, the value of the assets if they were liquidated on that date. The actuarial value of
assets is a value that smoothes annual investment return performance over multiple years to
reduce the impact ofshort-term investment volatility on City contribution rates..

On the following pages we present detailed information on the Pfan's assets:

A. Statement of changes in the market value of assets during the year,
B. Development of the actuarial value of asseu, and
C. Statement of changes in the Supplemental Retiree BeneFt Reserve.

A. Market Value of Assets

Table 11-I shows sources for the change in the market value of assets.

Table II-i

Change in Market Vnlue of Assets

J¢nc 39, 2011

Merkel Value, 6eginni~g
of Ycar $ 1,7b2,248 $ 865,479 $ 2,627,728 $ 2,264,054

Contributions
Member $ 13,352 $ 5,993 $ 19,345 $ 29,629
City 70 960 50,049 Ill 008 77.918
Total $ 64,312 $ 56,042 $ 140,353 $ 107,547

Net investment Earnings' $ (22,427) $ Q1,gq9) $ (33,877) 8 393,250

Benefit Paymenu $ ] I6,S43 $ 35,177 $ 151,720 $ 137,120
Administrative Expenses $ 2,453 $ 1,102 $ 3,556 N7A

Market Value,
End of Year $ 1,701,136 $ 873,793 $ 2,57&,929 $ 2,627,727

Gross invesi~ncnt carvings less investment expenses in 20 2 end less investment end edmi~ishative expenses
in 2011.

The net investment earnings represent approximately a -l3%return on the market value of
assets compared to an assumed retuni of 7.5%.
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SECTION II
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B. Actuarial Valve ofAssets

To determine on-going contributionamounts, most pension funds use an actuarial value of
assets that smoothes yearvto-year market value returns in order to reduce the volatility of
contribution rates.

The actuarial value of assets is calculated by recognizing the deviation~of acWal investment
returns compared to the expected return (7.50% for 2011-12, 7.75% for 2010.1 1, 8.00% for
prior years) over alive-year period. The dollar amount of [he expected reNrn on the market
value of assets is determined using the actual conUibutions end benefit payments during the
year, Any difference between this amount and the actual net investment earnings is
considered a gain or loss. Table iL2 below shows the gains and losses far the last four years
and the portion of each gain or loss that. is not rewgnized in the current acwarial value of
assets. "i'hese deferred amounts will be recognized in future years. -

Tattle II-2

Developmentof Actuarial Value of Assek~

Market Value of Assets

Gains / (Lasses}
Curcent Year
Price Year
2"" Prior Year
3'd Prior Year

Deferred Gains /(Losses)
Current Year (80% Deferred)
Prior Year (60% Defeemd)
2"~ Prior Year (40°/a De(errrnl)
3`"Prior Year (20% Deferred)
Total

Preliminary Actuarial VaWe of Assets

Minimum Actuarial Value of Assets
(80 % of Market Value)
Maximum Actuarial Vslue of Assets
Q20%oPMarkat Value)

AcNarial Value of Assets

r:~t~a~~ n~eirh ~.~~m.

$1,705,135,747 $ 873,792,861 $ 2,578,928,608

$ (158,481,339) 8 (80,101.035) $ (238,582.375)
146,324,079 69,514,959 215,835,038
102,414,358 48,370,992 150,785,350

(419,612,465) Q98, 185,797) (617.798,262)

$ (126,785,071) $ (64,080,828) $ (190,865,900j
87,792,047 41,708,975 129,501,023
40,965,743 19,348,397 60,314,140

83922.4931 (39.(37.159) X123.559652)
$ (81,949,774) $ (42,660.616) $ (124,610,340)

$ 1,787,085,521 $ 91 kA53,477 $ 2,703,538,998

$1,364,108,598 $ 699,034,289 $ 2,063, 142,887

$ 2,046,162,897 $ 7,048,551,433 $ J,094,714,13Q

$1,787,085,521. $ 916,453,477 $ 2,701,538,998

` Adjusted ro reticet immediate mcngnition of amount outside temporaq~ one year 730 %corridor.
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SECTION li

ASSETS

On the hasis of [he smoothed actuarial value of assets, the return for the year ending June 30,

2012 was approximately 12%, slightly more than the return on the market value of assets.

This difference is largely due to Use recognition of the deferred gains for 2010 and 201 L

C. Supplemental Retiree Benefit Reserve {SRBR)

The SRBR is a reserve within the Retirement Fund that is used to supplement benefits
provided [o retirees and beneficiaries under the Plan. As such, the balance in the SAGA is
t~'eated Roth as an asset and as a liability of [he Plan.

Each year, Icn percent of excess earnings are transferred to the SRBR However, since the
actual return on the actuarial value of assets Q 2%) was less than ttx expected return (7.5%),
there are no excess earnings [his year. The existing balance in the SRBR is credited with
appmximalely 12% earnings, and because the City's contribution rate for 201 I-12 had
increased due to poor invesknent performance; a charge was made to [he SRBR transferring
approximately $19 million [o the regular retirement fund and the COLA fund. Table II-3
below summarizes the changes to the SRDR this yeas

Table II-3

Changes in Supplemental Retiree Benefit Reserve

June 30, 2412 dune 30, 2011

SRBA Balance, beginning of year $ 33,4)6,870 $ 33,343,364

Charge ~ SRBR for poor investment earnings (1,285,087) (1,207,958)
Interest credited - 383,943 1,281,464
Excess earnings transferred 0 0
Benefit distributions 0 0

SRBA Belanec, end of year $ 32,515,726 $ 33,416,870

The Board is ro make annual distributions Tram the SRf3R, but cannot reduce the principal of
the SRI3R Normally, these distributions are equal to the regular earnings credited on the
SAAR principal: Howevep Yhese distributions have been suspended, and Measure d which
voters approved in June 2012, would eliminate the SRf3R if it is implemented. Table 11-4
below shows the regular interest credits that Gave not been distributed,. but potentially could
be distributed nice the suspension expires without reducing the principal in the SRBR.
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Table II.4

SRBR Regular Interest Credits Not Yet DistrSbuted

Fiscal Year lntcrest Credo

2008-09 $ 29G,14~
2009-10 719,742
2010-I1 1,281,464
2011-12 383.943
Totai $ 2,681,296

When [he City's contribution rate increases due to poor investment earnings, there is a charge
to [6e SRBR that partially of£se[s [he Ciry's rete increase. Based upon the June 3Q 2011
valuation, the City's contribution rate is offset for 2012-13 by 0.46%bf payroll and $848,379
is transferted from the SRBR to the regular Retirement and COLA reserves. "fable II.S
below shows [he calculation of Hie charge to the SRBR and the offset to the City's
contribution rate for the 2013-14 fiscal yeas

Table II-5

Calculation of Charge to SRBR for I'YE 2014

1. Increase in UAL due to invesUnent lass in 20(I-12 $ 172,759,413
2. lvnorti~ation factor 8.637°/a
3. Inereflse in CiTy's dollar contribution as of July 1, 2013 [1 + 2] $ t4,921,650
4. SRBR balance as of June 30, 2012 $ 32,515,726
5. Charge to SRB2 on July 1, 20t 3

[minimum of lOYo of 3 and 5%of 4] $ 1,492,165
6. Projected 2013-14 payroll $ 187,958,523
7. Deceease in City's contribution rate far 2013-14

[(5 x 1.0725^0.5) = 6] - 0.82%
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SECTION III

LIABILITIES

This section presents detailed information on liabilities Tor the Plan, including:

• Present value of future benefits,
• Normal cost
• Actuarial Iizbility, and
• Analysis of changes in the unfunded actuarial liability during the year.

A. Present Value of Future Benefits

The present value of future benefiks represents [he expeckd amoum of money needed today
to fully pay off ail benefits both earned as of the valuation date and those to be earned in the
future by cwrent plan participants under the current plan provisions. Table IIi-1 below
shows thepresent value of future benefits as of June 30, 2012 and June 30, 2011.

Table IJI-1

Present Value of I+uture Benefits

_ ._.__..,,___ June_30, 2012 ___ _ _
Retirement COLA Total ~

Junc 30, 2011
Total

Actives
Retirement $ 877,768 $ 364,847 $ 1242,615 $ 1,162,588
Termination 27,440 10,997 38,437 36,382
Death 11,780 4,814 16,594 15,668
Disability 428.089 17841a 606.500 561.008
i'atal Actives $ 1,345,077 $ 559,069 $ 1,904,146 $ 1,775,645

Service Retiree 799,775 519,564 1,319,339 7,210,090
Disabled Retirees 464,735 400,795 865,529 $12,559
beneficiaries 4$,086 48,809 96,895 91,265
Deferred Vestu3 18,732 9,799 28,532 26,694
SRB2 32.516 33 417
Total $2,676,405 $1,538,036 $4,246,957 $ 3,949,689

Amounts in thousands
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B. Normal Cost

Under the Entry Age (EA) actuarial cost method, the present value oPfuture benefits for each

individual. is spread over the individuaPs expected working career under the Plan as a level

percentage of Uie irtdividuaPs expected pay. The normal cost rate is determined by taking
the value, as of entry age' inro the Plan, of each member's projected future benefits. This
value is then divided by the value, also at entry age, of [he each member's expected future

salary. The normal cost rate is multiplied by curtent salary to determine each member's

normal cost. The normal cost of the Plan is the sum of the normal costs for each individual

in the P[an. The normal cos[ ropresents the expected amount of money needed to fund the
benefits attributed m the oex[ year of service under [he Entry Age actuarial funding method.
Table III-2 below shows the EA normal cost as of Tune 30, 2012 and June 3Q 2011.

TablcICI-2

Entry Age Normal Cosf

Jmie 30x.2012__ June 30, 2011_ . _
Retirement COLA Total Total

Actives
Retirement $ 3QG69,31i $ 12,723,943 $ -03,393,25A $ 41,509,870
Termination 1,908.781 723,309 2,232,088 1,999,140
Death 780,883 17},962 I,IS4,843 1,223,522
DisabiliTy 19,117,431 8,316,954 27,434,385 27,209,941

Reciprocity 112.503 316.A74 428.977 438.525
Total Normal Cost $ 52,588,909 $ 22,054,G40 $ 74,G43,549 $ 72,380,498

8xpeded payroll Corcurrent actives $ 179,509,150 $ 179,509,150 $ 179;509,150 E 182,035,530
EA Normal Cost Rate 2930% 1229% 41.58°/a 39.76%

Table ill-3 below shows the 8A nomiai cost as of June 3Q 2012 separa{ed between Police

and dire members.

Tab1c III-3

Entry Agc Normal Cost by Group

June 30, 2012______
Police Fire Total

Actives
Retirement $ 29,606,559 $ 13,786,695 $ 43,393,254

Termination 1,377,093 854,995 2,232,088

Death 692,887 461,958 1,154,845

Disability 14,155,719 13,278,566 27,434.385

ReciprociTy 280.270 I48,7D7 428.977

'Cotal Actives $ 46,112,528 $ 28,531,021 $ 74,643,549

Expected payroll for current actives $ 111,204,844 $ 68,304,306 $ 179,509,150

EA Normal Cost Rxtc 41.47% 41.77% 41.58%
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CITY OR SAn JOSS` POLICF. AND GIRL U6PAItTMGNT RETIRFMEN'f PLAN

JONF, }p', 20R A('1'UAIUAL VAIAATION

SECTION III
LIA6ILITIES

In addition to the EA normal cost, administrative expenses and the expected annual cost of

the SRBR are added to get the total noemal cost. Table III-4 below develops these additions

to the HA normal cost rate.

Table III-4

Administrative Expense anJ SRBR Normal Cost

(. Assumed administrative expenses for FYE 2014 $ 3,000,000

2. SRBR normal cost [022% of market value of assets] $ 5,875,714

3. Projected payroll for FYE 2014 $ 187,958,523

4, Adminishative expense and SRBR normal cost rate

((1.+2)+3J 4.72%

5. EA normal cost rate 41.58%

6. Total normal ws[rate [4+5] 4630Ya

C. Actuarial Liability

The actuarial liability represenLS the oxpeeted amount of money needed today to pay Tor
benefits attributed [o service prior to the valuation date under the EA method. It is the

difference between the present value of future.benefics and the present value of future normal

costs. Table 111-5 below shows the aemarial liability as of June 30, 2012 and June 30, 201 I.

Table III-5

Ac[uarfal Liability

June 30, 2012
HeNremeni ~ COLA Total

June 30~ 2011
'total

Active
Retirement $ 537,306 R 223,530 $ 76Q836 $ 719,175
Termination 5,767 4,198 9,965 11,880
Death 3,746 987 4,733 3,851

Disability 222.534 89.429 3119fi3 287057
Total Actives - $ 769,353 $ 318,144 $ 1,067,497 $ 1,021,963

Service Retirees 799,775 519,564 1,319,339 x,210,090

Disabled Retirees 464,735 400,295 865,529 82,559

Beneficiaries 48,086 48,809 96,695 91,285

Deferred Vested 18,732 9,799 28,532 26,694

SRBR 32.516 33.417

Total AcWarial Liability $2,100,681 $1,297,111 $3,430,308 $3,196,007

Ammims in ~hnnwnAc
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CITY OF SAN JOSE POI.ICF. ANU FIRF. DF.PARTML:Nf RF.TIRCPI6N"f PLAN
JUNE J0, 2012 ACTOARI~IL VALUATION

SECTION 111
LIABILCfIES

Table iti-6 below shows the actuarial liability as of June 30, 2012 separeted between Police
and Pine members.

Table III-6

Actuarial Liability by Group

June 3Q 2012_,___
Police kYre Total

Actives
Retirement $ 540,912 $ 219,925 $ 160,836
Termination 6,093 3,872 9,965

Death 2,763 1,970 4,733
Disability 1G0.723 .151239 311.963
Totel Actives S 710,490 $ 377,006 $1,087,497

Service Retirees 929,887 384,452 1,319,339

Disabled Retirees 48,490 48,405 96,895

Beneficiaries 398,370 467,160 865,529
Deferred Vested 23,928 4,603 28,532

SRBR 32.516
Total Actuarial Liability $2,111,166 $1,286,626 $3,430,308

Amoun# in thousa~~ds

The difference between the actuarial liability and the actuarial value of assets is the unfunded

actuarial liability.
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CITY OI' SAN JOSE POIdC6 ANU PtRE DEPARTMEMI' REI'1REMENT PLdN
JON5 30, 2012 ACfUARIAI. VALUATION

SECTION [R
L[ABILITiES

D. Analysis of Change in Unfunded Actuarial Liability (UAL)

The UAL of any retirement plan is expected to change at each subsequent valuation for a
variety of reasons. In each valuation, we report on those elements of change in the UAL that
have partiwlar significance or could potentially affect the long-term financial outlook of a
retirement plan. Table IQ-7 below develops the expected UAL and identifies the primary
soumcs for changes in the UAL since the last valuation

Table iII-7

Development of Experience Gain / (Loss)

1. UnfWided actuarial lia6iliry, June 7Q 2011
2 Interest
3. Expected unfunded actuarial liability payment with interest
4. Change in assumptions
5. Expected unfunded actuarial I~abiliry, June 30, 2012 Q +2-7+4)
6. Actual unfunded actuarial liablify, June 30, 2012
7. Difference (5 — 6)

a. Portion due to investrnent experience $ (172,754,4 U)
b. Portion due to SRBR 7,546,981
c. Portion due to salary experience 17,634,216
d. Porcion due to benefit service data 5,401,289
e. Portion due to tertninetion, mortality and disability 16,940,862

experience
f. Portion due to re[ireinent experience (10,301,137)
g Portion due to other experience 2 209.710
h. Total $(133,327,49O

-~iiE~RON

$ 510,285,510 '~.
38,271,417

{62,852,359)
107736.491

$ 593,441,055
726.768.546

$ (137,327,491)
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CI1'V OF SAN SOSF; POIACIi AND 1' IRE DEPARTMENT RL+TIItRMBNT PLAN
JUNR 30, 3012 AC1'UARIA7.VN.UATION

SECTION N

CONTRIBUTIONS

In the process of evaluating the financial condition of any pension plaq the actuary analyzes the
assets and liabili[ics to determine what level (if any) of contributions are needed to achieve and
maintain an appropriate funded status of a plan. Typically, the actuarial process will use an
actuarial funding method that will result in a pattern of contributions that are both stable and
predictable.

Under the method employed for the Pian, them are hva components to Uic total contribution: tl~e
normal cost and the unfunded actuarial liability contribution. The normal cast rate was
developed in Section Ill. This section develops the. UAL contribution rate and divides the
contributions between the members and the City.

The UAL is composed of experience grins and losses, assumption changes xnd plan provision
changes. Each component is amortized front the valualiou date in which ii was first recognized.
Table IV-1 below shows the outstanding balance, remaining period and amortization payments
for each component of the UAL, as ofJune 30, 2012.

Source Uate

Table lV-1

UAL Aroortizetion
O~tstnnding Balnvc¢

RNircment COLA
Remaining

Period
AmortiznNOn Pnymmt

ReHremrnt COLA

1996 Ben linprovement 6/30/1996 E Q,475,94G) $ 2,250,566 5.0 S. (339,517) $ 517,710
UAL 6/302003 4,972,437 (7,582,194) S.d 1,14],827 (1,]44,159)
Experience Loss 6/302005 (75,125,075) 114,554,0 3 9A Q0,278,633) 15,673J78
PoliceBw 6602005 23,282,021 9,014,676 9A 3,135,452 1,233J90
Improvement
Rnro Increstt Delny 77JI72000 154,807 59,940 9.5 20,307 7,SGJ
Fire Ben lmpmveanent W302007 22,471,943 8$41,986 11.0 2,601,255 988,78)
Fxperimce Gain 6/302007 (89,3d 1,250) (40,162,044) 11A p0,341,756) (4,642,039)
Assumption Change 6802007 19,580,418 10,572,530 11.0 2,266,544 1,216,gg5
Experience LOSS 6/302009 152,G59,SR. 80,992,415 13.0 75,455,238 8,199,622
Assumption Change 6!302009 89,75d,G62 49,704;Sd3 73A 9,086,752 5,032,A82
Fxperirnce Loss 6802010 - 100,810,203 54,435,035 14.0 9,633,485 5,201,845
Assumption Change 6/302010 64,749,326 36,899,621 14.0 6,787,485 3,526,150
Experie~cc Gain 4!302011 (150,917,742) (95,476,366) ISA Q3,681,09H) (8,655,223)
Assumption Change 6/302011 2.,970,927 32,700,388 19.0 1,752,727 2~495,I03
Experience Loss 6/102012 86,669,849 46,657,644 16.0 7,485,885 4,029,934
Assumption Change 6/302012 SS,U9,549 49,556,942 20.0 4,284,215 3,649,265
7/12012 UAL Payment Ib.714426 27.938.494
Total S 346,110,727 $ 380,657,819 5 28,462,768 $' 36,730,529
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CITY OI+SAN JOSE PQI.ICF. AND FIRE DF,PARTMGNT IlE17RF,M5NT PLAN
JUl~E 30, 20II AC?UAR7AI. VALOA'110N

SECTION N

CONTRIBUTIONS

Table IV-2 below shows die division of the UAL payments between Police and Fire and between

the members and the City. ~-

Sourcc

Table IV-2

UAL Amortization Payments
rou~a

Member Ci Totel Member
~c~r
Cil Totai

1996 Ben Lnprovemen[ 3 110,403 $ 0 $ 110,4U3 $ 67,790 $ 0 $ 67;790
UAL 0 (3'11,948) (371,946) 6 (228.384) (226.384)
L•xperience Loss 0 3,342,3%9 3,342$89 0 2,052,296 2,052,396
Police Den Improvement 0 4,418,842 4,418,842 - 0 0 0
Rate Imrease Delay 29,170 0 28,170 0 0 0
Pire lien Improvement 0 0 0 0 3,590,038 7,59~,Oi8
Exprrirnce Gain 0 (9,283,S4z) (9,283~52T) 0 (5,700,273} (5,700,273)
Assnmprion Change 0- 2,158,231 2,158,231 0 1,325,198 1,325,198
Fa~perimcc Loss 0 14,655860 14,G55,8G0 0 8,999,000 8,999,000
Aswmption Change 0 8J47,617 8,747,G 77 0 5,371,217 5,371,217
E~A~rienceLoss 0 9,791,537 9.191,537 D S,G43,793 S,G43,793
Assumption Change 0 6,018,285 6,018,285 0 3,G95,350 3,G95,3S0
Gaperieiwe Gain 0 (13,R38,932) (13,838,932] 0 (8,497,389) (8,497,389)
Assumption C6angc 0 2,631,831 2,631,831 0 1,615,999 I,b15,999
Experience toss 0 7,134,865 7;134,865 0 4,380,954 4,380,954
Assumption Chzngc -0 4.915,352 4.915352 0 3.018.128 3.018.128
Total S 138,573 F 39,720,408 $ 39,SS8,981 S 67,790 S 25,265,926 $25,333,716
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CITY OF SAN.IOSG POLICE AND FIRF. DF,PARTM¢N"f RETIRF.MF,NT PLAN
.TUNE J0, 2012 ACTUARIAL VALOATION

SECTION lV

CONTRIBUTIONS

In addition to the UAL payments shown above, members pay 3/l lths of the EA normal cost
(excluding reciprocity normal cost) plus their historical shape of administrative expenses. Table
IV-3 below shows the wntribution rates for [he 2612-13 and 2013-14 fiscal years for members
and the City split between Police and Fire groups. These rates are prior to the reduction of
0.46% for 2012-13 and 0.82°/ for 2413-t4 due to the charge ro the SRIIR.

Source

Table IV~3

Contribution Rates
Fiscal Ycar 20t7-14

Retirement COLA Total
Fiscal Year 2012-13

Retirement COLA Tatal

PO~~ce- Member
Normal Cost 8.09% 3.43% 11.53% 7.7G% 325% 11.01%
UAL -0.17% 019% 0.1 -0.16% 2 °a 0.12%
Total 7,92% 3J3% 11.65% 7.60% 3.53"/0 11.13°/a

Polfcc - City
NOnnal GOSt 2433% 1033% 34b6% 23.50% 9.84% 3333%
UAL 15.5 ° 19.82% )5.32% 8.66°/n 15.03% 23.69%
Totat 39.84% }0,15% 64.99% 32.16% 24.87 57.03Yo

F{re - Member
Normal Cost 823% 339% 11.62% 7.91% 3.21% 11.12%
UAL -0.19% 029% Q.IO% -O.18% 0.27% 0.09%
Total 8.05% 3.67Yo 1 t.72 % 7.73°/a 3.48% I L2l

Fire-GtiN
Normal Cost 24.7I% 10.16% 34.87% 23.89% 9.70% 33.59%
UAL 16.44k 20.16% 36.59% 9.84 1 .46% 25.30%
Total 41.15% 30.32% 71.47% 33.73% 25.16% 58.89%
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CITY OF SAN JOSI POLICE AND FIRC DEPAR'CMENT RF.TIRLMEN7 PLAN
JUNE 3Q 20I2 A(TUARfAL VAWATION

SECTfON N
CONTRIBUTIONS

Table 1V-4 below shows the estimated dollar amounts of the City's contributions assuming
contributions are made at the beginning of the fiscal year. These amounts are prior to the
reduction of $848,379 for FYH 2013 and $1,492,1 G5 for FYE 2014 due ro the charge tothe
SRIIR. To the extent the City's contributions are mode after the beginning of the fiscal year, the
amounts should be increased at the assumed valuation interest rate (7.50% Cor 2012-13 and
725°/a for 2013-14).

Table I V-4

Estlmated City Contribution Amounts
Beginning of Year

Fiscat Year 2013-14 Fisefll Year 2U12-13

Normal Cost $ 27,364,200 $ 11,613,202 $ 38,977,4Q2 $ 27,587,645 $ 11,550,768 $
UAL 17.432.279 22288,130 39.720.498 10.168]34 17.650.4]6
Tq[al $ 44,796.478 $ 37,901,332 $ 78,697,810 $ 37,756,378 $ 29,201.203 $

Normal Cost $ 17,061,163 $ 7,018,036 $ 24,079,200 $ 15,898,903 $ 6,454,762 $
UAG IL349099 13.916.826 25.265.926 6.545.692 10.288.008
Total $ 28,410,263 S 20,934,863 $ 49,345,125 $22,444,595 $ 16,742,770 $

Normal Cos[ $ 44,425,363 $ 18,631,238 $ 67,056,601 $ 43,486,548 $ 18,005,530 $ 61
UAL 28781378 36.204956 64.986.334 16,714.426 27.938.444
Total $ 73,206,741 $ 54,83b,194 $ 128,042,9]5 $ 60,200,974 $ 45,943,974 $ IOE
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CITY OF SAN JOSS P07.iCC ANU NI[tE DEPARTMF,NI' RF.'RR&MF.NT PLAN
JUNF, 30, 2UI2 AC'T'UARIAL VALUATION

SECTION V

ACCOUNTING STATEMENT INFORMATION

Stxtemcnt No. 25 of the Governmental Accounting Standards Board. (GASH) establishes
standards for accounting xnd financial ceporting of pension information by public employee
retirement systems.

The basic GASB No. 25 disclosure compares die acMarial liability to the actuarial value of assets
to determine a funded ratio. The relevant amowi[s as of June 30, 20l I and Sune 30, 2012 arc
presented in Table V-1.

Teble V-1

GASB No. 25 Liability

June 30, 2012 June 30, 2011 % Chnnge

1. AcNarial Liability
a. Members currently receiving

paymenu $ 2,281,763,523 $ 2,113,933,225 7.9%
b. Vested terminated and inactive

members 28,531,627 26,693,705 G.9°k
c. At[ive members - 1,087,496,668 1,021,962,982 6A%

d. BRBR 32.Si5J26 33.416.870 -2.7%
e. Total acwarial liability $ 3,430,307,544 $ 3,196,006,782 73%

2. Actuarial value of assets $ 2,703,538,998 $ 2,685,721,272 0.7%

3 .Unfunded acWarial liability $ 726,768,546 $ S1U,285,510 42.4%

4. 2atio ofacmarial value of assets to
actuarial liability(2+I.d) 78.81% 84.03% -62%

Tables V-2 through V-5 are exhibits for use in the Ptan's Comprehensive Annual Financial

Report (CAF2). 7'he Government Finance Officers Association (GFOA) recommends showing

a[ least 6 years of experience in each of these exhibits. Table V-2 shows the Notes to Required

Supplementary Information. Table V-3 presents an analysis of financial experiwce for the

valuation year; Table V-4 presents the Solvency Test which shows the pprtion of actuarial

Iiability covered by assets; and Table V-5 presents [he Schedule of Funding Progress.
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CfTY OP SAN SOSF, POLICG ANll FIRE DEPARTMENT RV'1'IItEMF.NT PLAN
JUNE 30, 21112 ACT~ARIA7. VAIAAl101V

SECTION V
ACCOUNTING STATEMENT INFORMATION

Tabte V-2
City of San Jose Police and Fire Department Retirement Ptan

1'he information presented in the required supplementary schedules to the Financial Section of
the CAFR wes deCermined as part of the acttaria! valuation at the de[c indicated. Additional
information as of the latest actuarial valuation follows.

Valuation date

Actuarial funding method

Amorlir~liun method

Equivalent single amortization period

Asset valuation meUiod

June 30,2012

Entry Age Normal

Level percent of pay, closed, layered

14.0 Years

5 year smoothing of mtum

Actuarial assumptions:
Investment rate of return y 250/
Wage inflation ~ 0.00%for one year and 3:50%thereafter
Cost-of-living adjustments2 3.0%per year

The actuarial assumptions used have been recommended by the actuary and adoptod by [he City
of San JosB Police and Fire Departrnenl Plan Board based on the most recent review of plfln
experience completed in 201 1.

The rate of employer contributions is composed of the normal cos[ and amortization of the
unfunded actuarial liability. The normal cost is a level percent of payroll cos[ which, along with
the member contributions, is expected w pay Tor projected benefits at retirement. for each
individual plan member. The actuarial liability is [he[ portion of the present value of projected
benefits that is no[ expected to be paid by future employer normal costs or member contributions.
The difference between this liability and @te assets acemnula[ed as of [he same date is [he
unfunded actuarial liability.

ero fixeA a13.0% by the play provision and do not 1luctuxie with actual inflation.
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CITY OF SAN JOSS POLICE AIVU FIRE DEPART~4~NT R4't1REMCNT PLAN
JUNE J0, 2012 ACTUARIAL VAI.IIATION

SF,CTION V

ACCOUNTING STATEMENT INFORMATION

'. - Table V-3

Malysie of Financial Experience

Gain or (Loss) in Actuarial Liability Resulting From Differences Between Assumed
Experience and Actual experience

Gain or (Loss) Guin or (Loss)
Fur Year for Year
Ending F,nding

Type of Activity June 30, 2012 June 30, 2llll

Investment income $ (172,759} $ (96,473)

Combiced liability experience 39.432 278.051

Gain or (loss) during year finm financial experience $ (133,327) $ I81,578

Non-recurring gain or (loss) items (107.7361 12.360

Composite gain or Qoss) during year $ (241,064) $ 193,938

Tabte V-4

Solvency TesP

Actuarial Llx6ility For
Retirees, Remaining

Beneficiaries Active Portion of Actuarial
Valuation Mtivc Member and Ot6cr Members' Liability Covered by

Date Contributions Iunetives
-

Liability Reported Reported Assefs
June 30 A B C Assets A B

2012 $ 276.047 $ 2,342,811 $ 811,450 $ 2,703,SJ9 100% 100% 10%
2011 260.172 2.174,044 7G 1,791 2,685,721 100% 100% 33%
2010 246,356 1,907,931 1,076,169 2,576,705 100% 100% 39%
2009 243,302 1,630,914 1,089,266 2,569,569 100°k 100% 64%
2007 227,191 1,24Q12G 905,069 2,365;790 100% 100% 99%
2005 194,008 1,062,247 771,177 1,983,090 100% 100% 94%

Amouncc in thousands
amounts prior ro June Su, Ali i calwlarotl ~y prior ecwary.

~ttEIRON 
GURZA000868



CITY OI%SAIi AOtiE POLICE+ AND PIRF, AF.PARTM6M1' 2h'7'[REMFNT PLAN
JU0630, 2012 ACTUARIAL VALOATION

SECTION V

ACCOUNTING STATEMENT INFORMAT[QN

Table V-5~

Schedule oT Funding Progress

Unfunded
Actuarial Actuarial Actuarial AL as a °/ of
ValunBon Value of Liability Untunded Funded Covered Covered

Date Assets AL AL Ratio Pa roll Pa roll

6802005 $ 1,983,090 $ 2,027,432 $ 44,342 97.8% $ 210,018 2I.1%
6/702007 2,365,790 2,372,386 6,596 99.7% 227,739 2.9%
6/302009 2,569,569 2,963,482 393,913 86.7% 255,223 1543%
6/30/2010 2,576,705 1,230,456 653,751 79.8% 2SI,058 260.4%
6/30/2011 2,685,721 3,L96,007 510,286 84.0% .190,726 267,5%
6/30/2012 2,703,539 3,430,708 726,769 78.8% 187,959 386.7%

Ammmrs in thmiwnds
Amounts prior to ]une 30, 2011 calculamd by prior acWary.
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Cll'Y OP SAN JOSF. PULICC AND FIRF. DCPARI'MEIVT RF,TIREMlNf PLAN
AVNE 30, 3015 ACTUARIAL VALUATION

APPENDIX A

MEMRERSNIP INFORMATION

City of San Jose Police and btim Depflriment Retirement Ryan

Active Member Dam

June 30, 2012 June 30, 2011

t.ne t,735 a
Current Age - 47.5 41.3 C

Vesting Service 13.6 13.5 C

Expmced Pensionable Earnings S 767,958,524 S 190,726,255 -1

;Exo~~cd Pensionable Enrnin¢s S IG0,405 $ 109,929 1

Tab1c A-2

Cf~y of Snn Soae Police anU Ftirc Department Reliremeut Plan

Non-Active Member llara

Count Average ASe
June}0,2012 June}0,20❑ %Cl~xnge Junt 30, 2012 June 3U,i it %Chx~go

To WI
ReGmtl&Disabled 1,690 1,636 33% 64.G 643 0.5%
Oeneficinries 252 299 1.2% G4.5 G3.7 1.3%

PaY~TOtal 1,944 1.885 3AI% 64b G4.2 0.6%

InxcYves IGG 128 -2T.1 0 403 37.3 N.U%

18p1¢ A4

City of San Jose Police and Fire Department Retirement Plan

Non-Active Member Data

d &. Disvbkd 5 145,)46,19fi $ 136,002,610
ciaries 8,6]5,092 A,136,U35

'Ibtal $ IS4,381,269 5 144,136.W5

~a'" $ 2.062.960 S 1,985,944

:fus ornvided in lone }p ~~luntinn data

72% (S 86,240 5 63.131 3.'N/e
6.1% 34,266 32,675 4.9%

7.1% $ 74,496 5 76,461 4.0%

* For Inac(ives, benefit is calwlateA baseA on the daW assumpeions and metliods oNlined in Appendix A.
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CTTV OF SnN JOSE POWCF, ANA FiRL DEPARTMF,NT R&TIREMENT P7.AN
JUNE 30.2012 A(TUAN[AL VALUATION

APPF,P7llIR A

MEMBERSHIP INFORMATION

City of Sxo Jose Police and fire Department Retlameni Pion
bisvibution aP Aotive Members as ofJune J0, 2012

Tn41e A-5
Cf~y of San Joac Police nvd Fire Department Reeiremrn[Plxn

Dlstribvtion of Aciive Members xs Of dune 30, 20/D

Untler~ I~oL 5[e9 IOro i< t5 to ~9 20m2A 25 to 29 90 undU 'folt
~. s' a@.'?5:2,~'3~3~.2Wd~x._.;'. ~,~...-' 3~ ~ x:i~.:a~'rsw`t ~*s;~vr,-:?~?'' .'~?'°~~7_$,~?~:.
i5 [u 29 82,429 89 )d3 9986 g2,69}

IS IaA 83,81^.~`~ 9J 041 I~M,y ]5y0 1~.15pJ9t86~+
~~.~.iq~

~9 ~.~08~,.M~}9+ [ryITO~S~,IIBi
9P.+~.~~~.~..2.. ~U+S~JX".UF~1J1ti?b{~A;Y~'~~?~`'~a :~4~li~'_

Siu 49
H

SO.d61 105954 16510 109591- IIL,145 120951 129,161 115,]46
~.++Rd~ '~+~.F~.~~:~~ti'a~„~',ysr~fl.P~~66ar'Cr~'2m~aus~p, Yir'mvev*,E~~i9k/rr~~'g~,~~i~~~~..
Sro59 109.217 112>N 12l lac 141,060 1199&l
~ni~b..~~,'zd ~d::~.T ~4^eF5/n~al`~t. ~~`m,`,n~52v~?3~'~i"~aYi ~.~;. m¢~~7X+"~rk~~~i~.~C~~vXie~''`:s,~v~.vE.
S tp yJ

aS~..[

~/~.i~M1l #fi.F Re' ~"~J'{ _ ^fie l.~f'~`}..' ~~ps '~.~~ 
c._ .w~"y~,y j3'r

g1SJSm8),468A .BnMry S S 920>t E IOd 80] 5 IUB&2 E 14954 5 II9GOJ U0,6G 5 109,905
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CITY OR SAN AOS~` POLICE AND PIItP; UBYARTMF,NT REIIREMERT PLAN
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APPENAtXA

MEMBG+RSHIP INFORMATION
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CITY ON SAN JOSE POI,ICF, AAD ri RG DEPAftTMF:NT RF,TIft4:MGNT PLAN
.NNE 3p, 2012 AC'1'I~ARIAL VALUATION

APPENDIX A

MEMBERSHIP INFORMATION

Table A-7
City of San Jose Police and

Fire Department Retirement Plan
Distribution of Retirees, Disabled Members,

and Beneficiaries as of June 30, 2012

A e Count

Under 50 66
50 to 54 180
55 to 59 353
GO W 64 - 3S4
GS W 69 411
70 to 74 269
75 to 79 158
80 to 84 93
85 to &9 45
90 and up ~ 13

Total ],942.

Chart A-1
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CITY DR 9AN JOSE POLICE AND FIRE ➢GPAIt]'MEIVT RF.T7RF,MliM1"1' P[,Ah
JUNE 30, 20R ACf0Ali1AL VAL[IATfON

APPRNDIX A

MF.MBF,RSH[P INFORMATION

Table A-8
_ City of San Jose Police and

Fire Department Retirement Plan
Distribution of Retirees, Disabled Members,

and BenelSciaries as of June 30, 2012

A e Annual BeneEt

Under 50 $ 2,754,660
50 to 54 17,703,367
55 to 59 34,005,414
60 to 64 33,042,733
65 to 69 32,338,033
7d m 74 18,460,265
75 to 79 9,170,635
80 to 84 4,741,289
85 to 89 1,720,301
90 and up g42,592
.Total $ 154,381,284

Chart A-2
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CITY OF SAN lOti~ POLICE AND FIRF. DftPARTML~MI' 2671RGp1F,NT P WM
JUNr 30, 3012 ACTOARIAL YALUAi10N

APPENDIX B
ACTUARIAL ASSUMPTIONS AND METHObS

A. Actuarial Assumptions

1. Investment Re[urn Assmnpfion

Assets are assumed to earn 7.25% net of investment expenses.

2. Salary Increase Rate

Wage inflation component is assumed to be 0.00% for FYE 2014, and 3.50%thereafter.

In addition; the foliowing merit eanponent is added based ou an individual member's
years oFservice:

Tabte B-1
Salary Merit Increases

Yea rs of Service Merit/Lon evi

0 8.00%
7 7.25
2 6.50
3 5.75
4 5.00
5 4.50
6 4.00
7 3.50
8 3.00
9 2.50
10+ 2.25

3. Family Composition

Percentage married is shown in [he following Table 6-2. Women are assumed to be three
years younger than men.

Table B-2
Percentage Married

Gender Percenia e
Males 85°h
Females 85°h

~iiEIRON 
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CITY OF SAN JOS$ POLICE AND FIRF. DF.PARTMEKI' AN:IIREMF,NT PLAN
.tUNE 3U, 2012 ACfUAR1AL V.~f,UTfION

APPENDIX 8

ACTUARIAL ASSUMPTIONS AND METHODS

4. Rates of Termination

Sample rates of termination are shown in the following Tabte B-3.

Termination rates do no

Ta61c B3
RatesofTermination

Service Termination

0 6.00%
1 2.54
2 1.50
3-4 1.00
5-]U 0.73
J J i- O.4fl

t apply once e member is eligible far retirement

75% of terminating employees arc assumed to subsequently work for a reciprocal

employer and receive 3.5% pay increases per year.

5. Rates of Disability

Sample disability rates of active participants are provided in Table B-A,

A e

Table B-4
Rates of Disability at Selected Ages

Police Fire

25 0.09°/a 0.09%
30 OJ3 - 9.13
35 020 020
40 031 0.31
45 - 0.51 0.51
50 2.14 2.25
55 9.08 8.50
60 10.00 1725
65 10.00 20.00

L00%oCdisabilities are assumed to be duty related.
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CITV OF SAN AQSE PpLICE AND FIRE DF,PA0.TM~M1' R6TIRP,MF.NT PLAN
.IUfVE J0. SOI4 ACTUARIAL VAUIKI'ION

APPENDIX B

ACTUARIAL ASSUMPTIONS AND METf10DS

G. Rates of Mortality for Hcalthy Lives

Mortality rates for actives, retirees, beneficiaries, terminated vested and reciprocals are
.based on the male and female RP-2000 combined employee and annuitant mortality
tables. To reflect mortality improvements since the date of the table and to project fuNre
mortality improvements, the tables are projected [0 2610 using scale AA and set back
three years for males and no setback for females.

Table B-5
Rates of MortaliTy For Active and Retired

Healthy Lives a[ Selected Ages

A e Male Femulc
25 0.0305% 0.0180°/a
30 0.0363 4.0234
35 0.0535 0.0425
40 0.0860 0.0607
45 0.1099 0.0957
50 0.1491 0.1412
55 0.2179 0.2507
60 03954 Q.4808
65 0.7529 0.9231
70 IA103 1.5923
75. 23454 2.5937
80 4.I 1 S3 42767
85 7.4274 72923
90 12.8097 12.7784
95 21.0194 19.0654

It is assumed that 50%of active deaths are service rciated.
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f,ITV ON SAN JOSE POIdCF. AX01+if2F. DEPARTMF,NT RC1'IREMENT PLAN
JUNE. S0, 2 12 AC 1'UARIAL VAIAATION

APPENDIX B

ACTUARIAL ASSUMPTIONS AND METHODS

7. Rates of Mprtality for Retired Disabled Lives

Mortality rates for disabled retirees are based on [he male AP-2000 combined employee

and annuitant mortality table. To reflect mortality improvements since the date of the

table and to project fuNre morte~ity improvemenfs, the fades are projected to 2010 using

scale AA and set back two years.

Table Bfi
Rates of Mortality for Disabled

Lives at Selected Ages

A e Mortali

50 O.t5S3%
55 0.2353
60 0.4488
65 0.8695
70 1.5521
75 2.6125
80 4.6195
85 82794
90 14.3228
95 22.6746

8. Rates of Retirement

Rates of retirement are based on ege and service according W the following Table A-7.

Table B-7
Rates of Retirement by Age

Police Fire

A*e <30 Yerry 30+Years 630 Years 30+Years

50 - 54 30.00% 50.00% 17.00%a 17.00%

SS - 59 30.00 50.00 17.00 25.00

60-6d 50.00 100.00 17.00 25.00

65 -69 50.00 100.00 35.00 35.00

7p &over 100.00 100.00 100.00 140.00

These retirement rates apply only ro those eligible for unreduced benefits.

9. Administretive expenses

$3.0 million added to normal cost. The administrative expenses are assumed to increase

with wage inflation. Historically, the administrative expenses were assumed to reduce
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CITY OFSM1N JOS~YOUCF, AND FIREDEPARTMEN"f RETIREMENT PLAN
JLINF, 30, ]Af2 A(."fUAWAL VALUATION

APPRNDIX B

ACTUARIAL ASSUMPTIONS AND MCTHODS

the invesGnent return assumption $y 10 basis points which resulted in a higher Normal
Cost. To maintain the same historic division of member and City contributions for
adminisVative expenses for this valuation, members were allocated a portio~i of the
administrative expenses equal to 3/i tths of the difference in Normal Cosf that a 10 basis
point rcduc[ion in the investment relum assumption would cause.

30.9RBR

0:22% of the market value of assets is added to the normal cost as the assumed average
annual transfer of excess earnings to the 5R6R.

il. Changes Since Last Valuation

The investment relwn asswnption was reduced 4om 7.50%a to 7.25% as adopted by the
Board in December 2012. -
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CIT{' OF SAN JOS$ POLlC1Z ANll FIBE DEPARTMF,NT RGTIBtiMENT PLAN
AUXL' 3U, 2012 ACTUARiA7, VALUATION

APPENDIX 13

ACTUARIAL ASSUMPTIONS AND METHODS

B. Actuarial Methods

1. Actuarial Funding MMhod

The Entry Age actuarial cost method was used for active employees, whereby the normal
cost is computed as the level annual percentage of pay required to Nnd the retirement
benefits between each member's date of hire and assumed retirement. The actuarial
Liability is the difference between the present value of future benefits and [he present
value of future normal wsl The unfunded actuarial liability is the difference between the
actuarial liability and the acwarial value ofassets.

2. rLsset Valuation Method

For the purposes of determining the employer's contribution, we use an actuarial value of
assets. The asset smoothing method dampens the volatility in asset values that could
occur because oC the tluc(ualions in market conditions Use of an asset smoothing
method is consistent with the long-term nature of the actuarial valuation process. Assets
are assumed [o be used exclusivelyfor [he provision of retirement beneflis and expenses,

The actuarial value of assets is calculated by recognizing the deviation of aeWal
investment returns compared to the expected return (7.50% for 2011-12, 7.75%tor 2010-
11, 8.00% for prior years) over afive-year period. The dollar amount of the expected
~~ewrn on the market value of assets is determined using the acNal contributions and
benefit payments during [he year. Any difference between this amount and tlic actual net
investment earnings is considered a gain or loss.

Finally, the actuarial value oFassets is restrictul to a corridor between SO percent and 120

percent of the market value of assets.

Prior to the June 30, 20l 1 valuation, the actuarial value of assets wes reduced by the
SRDR and no liability was reported for the SRT3R. Afle~ the June 30, 2011 valuation, die
SRBR remains a pan of the acNariai value of assets and is also added ro the actuarial
liability.

3. Amortizafiun Method

AcNarial gains and fosses and plan changes arc amortized as a level percentage of pay
assuming 3.5% annual y~rowth in payroll aver a 16-year period beginning with the
valuation date in which [hey frcsl wise. Changes in methods snd assumptions are
amortized as a level percentage of pay asswning 3.5% annual growUi in paproll aver a

20-yoar period {1G years for changes prior [o June 30, 2011) beginning with the valua~on
date nn, which they are effective,
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CITY OF SAN JOSC POLICE AND FIRF,➢GPARTMENT RETIREY7HNT PLAN
JUhE 30~101t ACTilAR1AL VALUATION

APPENDIX C

SUMMARY OF PLAN PROVLS[ONS

1. Membership Requirement

PaKicipation in the plan is immediate upon the first day of employment with [he City of

San Jose as a police officer or fire fighter except for the following:
• independent contractors,
• Person in Ci[y service principally for training or educational purposes,
• Auxiliary or voluntary police officers or fire fighters,
• Part-time ornon-salaried employees, and

Employees receiving credit in any other retirement or pension system.

2. Rinal Compensation

The highest twelve consecutive monN~s of compensation in covered employment.
However, in determining Final Compensation, no compensation in the last 12 months oP
employment tha4 exceeds 108% of compensation durinb the 12 ~npnihs immediately
proceeding the lust 12 monUi shall be considered. Compensation excludes overtime pay
and expense allowances.

3. Credited Service

Years of service in covered employment plus service purchased for military leave of
absence, Federated service, and unpaid leaves of absence.

4. Contributions

a. Member:

The amount needed !o Pund 3/11 of normal cos[ calculated under the Entry Age
acNariai cost method plus the amortization payment on the February 4, 1946 benefit
improvement. For Police members, there is an additional amortization paymerrt for
member contributions not made for the last b months of 2006.

b. Bmpioyec

The Employer contributes the remaining amounts necessary to fund the Plan in
accordance with the Board's funding policy.

5. Service Retirement

Eli iLili

Age 55 with 20 years of service, age 50 with 25 years of service, age 70 with no service
requirement, or any age with 30 years of service. Reduced benefi4s arc also available at
age 50 with 70 years oP service.

-~+FEIROIV 
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U2Y OF SAN JUSti POLICE ANA FIR¢ DEPNR'MENi RSI7REMENT PLAN.
JUNE 30,2012 ACTUARIAL VALUATION

APPENAIX C

SUMMARY OF PLAN PROVISIONS

Benefit

Police: 2.5% of Final Compensation for each year of credited service up to.20yea~s

plus 4.0% of Final Compensation for each year of credited service in excess of

2Q subject to a maximum of 90%of Final Compensation.

Fire: For members with less than 20 years of service, 2.5 % of Pinel Compensation

for each year of credited service. For members with 20 or more years of

service, 3.0% of Final Compensation for each year of service, subject tp a

maximum of 90%of Finel compensation.

(. Service Conuecfed Disability Retirement

Ali ibili

No age or service requirement.

Benefit

Police: 50% of Pinal Compensation. plus 4.0%of Final Compensation for each year of

credited service in excess of 20, subject [o a maximum of 90% of final

Compensation.

Fire: For members with less than 20 years of service, SQ% of Pinal Compensation.

For members with 20 or more years of service, 3.0% of Finxl Compensation

for each year of service, subject to a maximum of 90% of Final

Compensation.

7. Non-Service Connected DisaLility Retirement

E ieibility

Two years of service.

Becefit

For metn6ers with (ass than 2Q years of service, 32% of Final Compensation plus I% of

final Compensation Tor each year of service in excess of two. For members wide 20 or

more years of Service, the benefit amount equals the amount that would be calculated

under the service retirement formula:

-I-fE~RON 4 ~
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CITY OF SAN ,(OSE POLICE AND FIRF. DF,PARTMV~'"1' 0.6'TIREMF.NT PLAN
JUNli S0, 20Ii ACTUARIAL VALUn'fION

APPENDIX C

SUMMARY OF PLAN P20VIS[ONS

8. Non-Servic~Connected Death

Lers than 1 Years of Servire~ -
Lump sum benefit equal to [he greater of accumulated employee contributions with
interest or $1,000.

Disabled retirees or members ineligible for a~ervice reifrement:
Spouse receives 24% of Final Compensation plus0.75% of Final Compensation for each
year of service in excess of two, subject to a maximum of 37.5°/a of Final Compensation.
If a member has eligible dependent children, an additional benefiEis payable as follows;

1 Child: 25%bf Pinal Compensation
2 Children: 37.5% of Final Compensation
3+Children: 50%of Final Compensation

The mtai beneGipayable to a family is limited to 75%of Final Compensation.

if a member does not have a spouse or eligible dependent children, a lump sum be~~efit

equal to Uie greater of accumulated employee contributions with interest or $1y0D0.

Service retirees or merrrbers eligible fos service retirement:
Spouse receives the greater of 37.5%a of Final Compensation or 50%a of the member's

service retirement bene~4 subjcet ro a maximum of 42.5% of Final Compensatipn for
Police and 45%bf Pinai Compensation for Fira Eligible dependent children will receive

the same benefit as defined under the non-service connected death for disabled retirees or

members ineligible for service retirement. The total benefit payable to a (amity is limited

[0 75%ofFinfll Compensation.

9. Service-Connected Death

Spouse receives the greater of 37.5% of Final Compensation or SO% of the member's

service retirement benefit, subject ro a maximum of 42.5% of PinalCOmpensation for
Police and 45% of final Compensation for Fire. If a member has eligible dependent
children, an additional benefit of 25 % of Final Compensation is payable for each eligible
dependent child. The total benefit payable to a family is limited to 75% oP Pinsl

Compensation.

IU. Termination Benefits

Less tPran 10 Years of Service.
Lump sum benefit equal [o the accumulated employee contributions with interest at 2°/a
per ammm.
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CITY OF SAN .IOSE YOLICF. AND PIAN; DEPAItTMRNT RF,TIRF.~1L+Wl' PLAN
JUNE 30, 20@ A(TIIN2IAL VALUATTON

APPENDIX C
SUMMARY OF PLAN PROVLSIONS

19 or more yenrs ajcredi[ed servim:
The amount of the service retirement benefit, payable at the later of age 55 or 20 years

from date of membership.

ll. PoshreGremen[ Cost-oGLiving Benefit

Benefits ue increased every February 1 by 3.0%.

12. Supplemental Retiree Benefit Reserve

Annual transfer: 10% of earnings in excess of the actuarially assumed rate on

the acwarial value of assets are transferred to the SRBRand

added W i[s principal.

Interest credit: Interest on die SRBR balance equal to the actual rate of

earnings on the acrosrial value of assets, but not less than

zero.

Benefit: Board shall make annual distributions from the SRBR to

provide supplemental benefits to retirees and beneficiaries

except [hat no distributions can be made during calendar

yews 2010, 2011 and 2012, prior to June 30, 2012. In

addition, distributions may not eeduee the principal of [he

SRBR.

Charge to Principal: ]f the Ci[y"s contribution rate increases due to poor

investment earnings, 10%ofthe increased wntribulion for a

one-year period is deducted from the SRBR principal,

subject to a maximum deduction of S% of the SRBR

principal.

Notes The summnry of major plan provisions is designed to outline principal plan

Uenefits. If fbeDepar[ment of Retirement Services should find the plan summary

not in accordance with the actual provisions, the actuary should immediafcly be

alerted so [he proper provisions are valued.
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CITY OF SAN JOSE POUC6 AND FIRF. DEPARTML+N'f IiE19REMF,NT PLAN
JUN630, 2012 ACTUARIAL. VA6VKf10N

APPENDIX D

GLOSSARY OF TERMS

1. Actuarial LiaUiliry

The Actuarial Liability is the difference between the present value of all Future Plan benefits
and the present value of total funire norrnal costs. This is also referred ro by some actuaries
as the "accrued liability" or"actuarial accrued liability".

2. Actuarial Assumptions

Hstimates of fuNre experience with respect to rates of rrrortality, disability, turnover,
retirement rate or rates of investment income and salary increases. Demographic actuarial
assumptions (rates of mortality, disability, mrnaver and retirement) are generally based on
past experience, ollen modified for projected changes in conditions. Economic assumptions
(salary increases and investment income} consist of an underlying rate in an inflation-free
environment plus a provision Cor a long-term overage rate of inFlation.

3. Accrued Service

Service credited under the Ulan which was rendered before the dale of [he aemarial valuation.

4. Actuarial Equivalent

A single amount or series of amounts of equal actuarial value to another single amount or
series of amounts, computed vn the hasis of appropriate actuarial assumptions.

5. Actuarial Nlnding Method

A mathematical budgeting procedure for allocating the dollar amount oFthe actuarial present
value of a retirement Plan benefit between future normal cost and actuarial accrued liability.
Sometimes referred to as the °aeNarial funding method."

6. Actuarial Gnin (Loss)

The difference behveen actual .experience and actuarial assumption anticipated experience
during the period between two actuarial vaFuation dates.

7. Actuarial Present Value

The amount of funds currently required to provide a payment or series of payments in the
future. I( is determined by discounting future payments at predetermined rates of interest,
and by probabilities of puymehl.
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C7iY OF SAN.01dE POLICE ARV p1RF. DRPARTMENI' ASfikF.MF.NT P WN
JONB 30, 2tl 12 AGTlIARiAL VALl1A'f10N

APPENDIX U
GLOSSARY OFTERMS

8. Amorfization

Paying off an interest-discounted atnoun[ wish periodic paymen4s of interest and principal—

as opposed to paying off with a ~uinp sum payment.

9. Annual Required Contributlon (ARC} undo GASS 25

The GovemmenWl Accounting Standards Board (GASB) Statement No. 25 defines the Plan

Sponsor's "Annual Required Contribution"{ARC) that must be disclosed annually. The S1PF

Employer computed contribution rate for FYE 2014 meets the parameters of GASB 25.

10. Nurmal Cost

The actuarial present value of retirement Plan be~~efits allocated ro the current year by the

ac[uazial funding method.

11. Set bucWSet forward

Set back is a period of yeEU's that a standard published table (i.e. mortality} is referenced

backwards in age. For instance, if the set back period is 2 years and the panicipant's age is

currenHy 40, then the table value for age 38 is used from the standard published table. It is

the opposite for se[ forward. A Plan would use se[ backs or set forwards to cgmpensate For

muiYality experience in their work Porte.

12. Unfunded Aetuartal Liability (UAI.)

The unfundeel actuarial liability represents the ditTerence between actuarial liability and the

actuarial value of assets. 'This value is sometimes referred to as "unfunded actuarial accrued

liability.;,

Most retirement Plans have unfunded acWarial liabilities. They typically arise each time new

benefits are added and each timeexperience losses are realized.

The existence of .unfunded actuarial liability is not in itself an indicator of poor funding,

Also, unfunded actuazial liabilities do not represent a debt [hat is payable today. What is

important is the ability of the plan sponsor to amortize the unfunded actuarial liability and the

trend in its amount (after due allowance f'or devaluation of [he dollar).
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ClassiNaluez innovative hdviLe

December 21, 2012

V/A ELECTRONIC MAIL

Board oPAdminishation
City of San lose Police &Fire Department Retirement Plan
1737 Nonh First Sheet, Suite 580
Stuff los8, California 95112

Re: FYE 2014 Cnntr(bufioq Ratu Assun~ixg fAe SRBR is 6liminufeA

Deer Members oFthe Board:

The purpose of this letter is to provide, as requested by the Board at its Uecembcr meeting,
alternative June 30, 2012 actuarial valuation results assuming the Supplemental Retiree
Benefit Reserve (SR62) is eliminated. Measure B, which voters approved on June 5, 2012,
provides for [he elimination of Oie SRBR, and we understand the City has taken steps to
adoq[ an ordinance implementing this provision of Mcaeure B. The June 3Q 2012 actuarial
valuation assumes the SRB2 continues, but since lliat valuation is used Lo set contribution
rates for the Piscal Year finding June 30, 2014, the board requested thatwe also calculate the
contribu[ipn rates assuming [he SR[32 is eliminated.

if the SRB2 is eliminated, the actuarial liability (AL) snd the unfunded acNaria! liability
(UAL) would be reduced by the amount held in the S2SR, approximately $32.5 million.
There is no change to the assets held by the Plan, but the portion in the SRBR would no
Eonger be used m provide additional retirement benefits. The table below shows a summery
of the key valuation results with and without the SRI3R.

Summary of Key Valuation Results

{Vithout 5RBR With SRBR

Valuation Date 6/30/2012 6/308612

Discount Rste 7.25% 7.25%

Actuarial Liability (AL) $ 3,397.8 $ 3,4303

Aewarial Value of Assets (AVA) $ 2,703.5 $ 2,703.5
Unfunded Actuarial Liability (UAL) $ 6943 $ 726.8
AVA Funded Ratio 79.6% 78.8%

Market Value of Assets (MVA) 8 2,57&.9 $ 2,578.9
MVA Funded Ratio 75.9 % 752%

Da(lar amow~(s /n miAimu
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Under the current funding policy, this reduction in UAI. would be amortized over 16 years as
a lerel percentage of projected payroll, inducing the City's contribution raie by
approximately I.5°1e of payroll. In addition to the reduction in UAL, [he nonnal.cost charge
for the expected amount transferred to the SRBR each year (0.22% of assets)wauld no
longer apply, reducing the City's contribution rate by an additional 3.1% of payroll. In
aggregate, these changes reduce the City's contribution as of the beginning of the year by
approximately $8.4 million. The table below summarizes the contribution rates and aznounts
for the Fiscal Year Ending June 30, 2014 both with and without the SR6R.

Summary of Key Valuation Results
Without SRBR

Fiscal Year Ending; ,G/30/2014
With SRBR
6/30/2014

Aggregate Conn'ibution Rates

Mem6cr
Normal Cost Rate l I.6% 1 L6%

UAL Rate O.I% O.I%
Total MemHer Rate 11.7% 11.7%

City
NormafCost Rafe 31.6% 34.7%
UAI. hate 343% 35.8%
lbtal Member Rate G5.9% 70.5%

Expected Payroll $ 188.0 $ 188.0
City Contribution Amounts

beginning of Year $ 119.6 $ 128.0
Middle oCYeer $ 123.8 $ 132.6

uoRar amounts rn millluns

The table below provides additional detail of the contribution rates separately for Police and
Fire both with and without the SRBR. It should be noted tliat there is no impact to employee
conhi6ution rates.

-~++EIRON 
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ummary of Conh

Without SRBR

Fiscal Year 2013-14

Police
Normel Cost 1 1.53% 31.54% 43.06%
UAL 0.12% 33.78°/a 33.90%
To~sl 11.65°/a 65.31% 76.96%

Rates
Wif6 SRBR

Fiscal Ycar 2013-14

11,53°/a 34.66% 46.19%
0.12°/a 3532% 35.45°/a

7 L65°/ 69.99°/a 81.G3°/a

r~~
Normal Cost 11,62°/a 31.75% 43.37% 11.62°/a 34.87% 46.49%
UAL - 0.10°/a 35.05% 35.14% 0.10% 3G.59°/a 36.69°/a
Total 11 J2% 66.79°/a 78.51% 11.72% 71.47% 83.18

In- preparing this fetter, we relied on information (some oral and some written) supplied by
the City of San Josh Department of Retirement Services. This information includes, bu[ is not
limited to, the plan provisions, employee dflta, and financial information. We performed an
informal examination of the obvipus characteristics of the data fpr reasonableness snd
consistency in accordance with Actuarial Standard of Practice #23. this information is
summarized in Ute full actuarial valuation repoR along with a summary of the methods,
assumptions end plan provisions used in this analysis.

I hereby certify that, to the best of my knowledge, this letter and its contents have been
prepared in accordance with generally recognized end accepted actuarial principles and
practices which are cgnsiskent with the Code of Professional Conducf and applicable
Actuarial Standards of Practice set out by the Actuarial Standards Board. Furthermore, as a
credentialed actuary, I meet the Qualification Standards of the American Academy of
Actuaries to render the opinion conmined in this letter. This letter does not address any
contracNel or legal issues. I am not an uttoroey and our Finn does not provide any legal
services or advice.

This letter was prepared exclusively for the City of San JosE Police bt Fire DeparGnent
Retirement Plan for the purpose desG~i6ed Iwrein, This letter is not intended to benefit any
third party, and Cheiron assumes no duty or liability to nny such party.
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If you have any questions or need any additional information, please let us know.

Sincerely,
Cheimn

~V~~~ 
~~_

William R. Hallmark, ASA, rCA, BA, MAAA
Consulting Actuary

cc: Donna Dusse
Gene Kalwerski
Soshua IIavis

~iEIRON 
GURZA000890
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